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FOREWORD 


The Committee was appointed on 24th February, 1972 bj 
a Resolution of the Government of India which reads as 
follows: 

“RESOLUTION 

The Government of India have decided to appoint a 
Committee, to be known as the Committee on Taxation of 
Agricultural Wealth and Income, to examine the question 
of taxation of agricultural wealth and incomes from all as¬ 
pects. The Committee will be composed of the following:—- 

Chairman 

1. Dr. K. N. Raj, Centre for Development Studies, 

Trivandrum. 

Members 

2. Prof. V. M. Dandekar, Director, Gokhale Institute 

of Politics and Economics, Poona. 

3. Shri G. S. Kalkat, Director of Agriculture, Govern¬ 

ment of Punjab, Chandigarh. 

4. Shri Anwar Karim, Commissioner and Secretary, 

Finance Department, Government of Bihar, Patna 

5. Prof. Dharm Narain, Chairman, Agricultural Prices 

Commission, New Delhi. 

6. Shri M. B. Palekar, Member, Central Board of Direct 

Taxes, Ministry of Finance, New Delhi. 


7. Dr. A. Vaidyanathan, Director, Perspective Planning 
Division, Planning Commission, New Delhi. 
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8. Sfari B. P. R, Vithal, Secretary, Planning Department, 
Government of Andhra Pradesh, Hyderabad. 

2. The Committee will have tire following terms of re¬ 
ference:— 

fa) To examine the present system of direct taxation 
of agricultural wealth and income (including capital 
gains) and suggest methods by which such taxation 
can be used more effectively for raising additional 
resources for development and for helping to 
achieve the objective of self-reliance; 

(b) To recommend specifically ways and means by 
which taxation of agricultural wealth and income 
can be used to reduce economic disparities and pro¬ 
mote more efficient utilisation of the available re¬ 
sources of land and labour; 

(c) To examine in detail, and make recommendations 
on, the necessary changes in the system of assess¬ 
ment, collection and distribution of these taxes such 
that the resources available to the States from such 
taxation can be maximised, without detriment to the 
rights and legitimate interests of any State; 

(d) To suggest the consequential changes, if any, in the 
system of taxation of wealth and income in general; 
and 

(e) To indicate and make suggestions, if any. on any 
related matters. 

3. The Committee will evolve its own procedure for its 
work. The Plan Finance Division of the Ministry of 
Finance will provide the secretariat oi the C ommittee, 

4. The Committee will make its recommendation to the 
the Government of India of the 30th September, 1972.’ 



By another resolution dated 4th March 1972, Shri P. K. 
Kaul, Joint Secretary, Ministry of Finance, Government of India 
was appointed as Member-Secretary of the Committee. 

We regret, that in spile of our best efforts, we could not 
complete our deliberations and submit the report before 30th 
September, 1972 and had to seek an extension by one month. 

We began our work with preliminary discussions among 
ourselves and gathering relevant information and data from 
the State Governments, Wc wish to acknowledge the ready and 
willing co-operation wc received from the State GoverfftuSfels 
from the wry start. Later, when we visited the State Capitals 
for consultations with the State Governments, we were receiv¬ 
ed everywhere with great courtesey and interest in our work. 
Many State Governments had already done considerable think¬ 
ing on this subject and some had valuable experience in this 
field. We wish to record that our report and the specific re¬ 
commendations therein are the result of this collective thinking. 
We take this opportunity to thank all the State Governments 
and particularly the Ministers and officials with whom we had 
a free and extremely constructive exchange of views. 

Justice P. B. Gajcndragadkar and his colleagues in the 
Law Commission have given us the benefit of their advice on 
an important constitutional issue, related to our proposals. We 
arc deeply indebted to them for the priority they gave to our 
request and for the trouble they took in examining the question 
and sending us their views in time for us to finalize our recom¬ 
mendations. We are also very grateful to Shri.H. R. Gokhale. 
Minister for Law. for agreeing to let us consult the Law Com¬ 
mission and quote in ou r report the conclusions of the Com¬ 
mission on this issue. 

We are deeply indebted to our secretariat where our 
Member-Secretary was ably assisted by Shrj A. Bagchi, who 
functioned as a full-time Adviser to the Committee. We have 
no hesitation in saying that, without Shn Bagchi’s diligence and 



(iv) 


extensive knowledge of both the theoretical and practical issues 
involved in direct taxation, wc could not have completed our 
work as speedily as we have been able to do. We also receiv¬ 
ed very valuable help from Dr. (Smt.) Thamarajakshi of the 
Ministry of Agriculture and from Shri Ahmad Raza of the Re¬ 
serve Bank of India; wc are grateful to them and to' the agencies 
which made available their services to us on a part-time basis. 
Shri Balbir Singh and Shri P. B. Nair. who were part of the 
research staff of the Committee, have been of great assistance 
to us. All of them have made valuable contributions to our 
deliberahons and we wish to place on record our indebtedness 
to them. Our thanks are also due to the ether members of the 
staff for their unstinted co-operation and hard work. 

One of our colleagues. Dr. Dharm Narain. could not. 
participate in the later stages of our discussion on account of his 
pre-occupation with the work of the Agricultural Prices Com¬ 
mission. We deeply regret that, before the report was finalised, 
he decided to resign his membership of the Committee. His 
contribution to our deliberations, especially in the initial stages 
when we were formulating our ideas and approach, has been 
extremely valuable. We feel very unhappy that he has not been 
able to sign the report along with us. 

Within the limits of the time allowed to us. we have tried to 
approach our subject with a broad perspective, keeping in 
view' the emerging social and economic policy-outlook in. the 
country. We hope that our proposals and suggestions will be 
viewed as part of a total package. They arc closely linked 
together and their effectiveness in securing the objectives before 
us will depend on the recognition of the inter-relationship 
between them. , 
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CHAPTER l 


BASIC CONSIDERATIONS 

1.1 The terms of reference of the Committee require us to 
suggest methods by which direct taxation of agricultural wealth 
and income (including capital gains) can be used more effective¬ 
ly for raising additional resources for development and for help¬ 
ing the country to become more self-reliant. The need for 
orienting taxation of agricultural income and wealth to the aims 
of reducing economic disparities and promoting more efficient 
utilization of the available land and labour in agricuture has 
also been stressed. The Committee has also been required to 
suggest the consequential changes, if any, in the system of tax¬ 
ation of wealth and income in general. While making recom¬ 
mendations with these ends in view, and suggesting related 
changes in the system of assessment, collection and distribu¬ 
tion of these taxes, the Committee is to ensure that the re¬ 
sources available to the States from such taxation are maximis¬ 
ed without detriment to the rights and legitimate interests of 
any State. In the light of these directives, we shall indicate in 
this chapter the general approach we have adopted while ex¬ 
amining and proposing various measures for the taxation of 
agricultural income and wealth. 

1.2 The role assigned to agriculture in the context of re¬ 
source mobilization may differ greatly depending on the struc¬ 
ture of the economy, the strategy adopted for promoting de¬ 
velopment, and the social and political assumptions underlying 
the approach. Basically the suppbrt Required fi'om agricul¬ 
ture in the developmental process is through the supply of food 
and raw materials needed for raising levels of consumption and 
investment in the economy. To what extent higher rates of 
saving are required from agricultural incomes, and whether such 
saving is needed for the development of agricu*ure itself or for 

66 M. of F.—2. 
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being transferred in part for development of the rest of the 
economy, would depend on the relative share of agriculture in 
total output and on the general strategy of development adopted. 

1.3 It is beyond the functions of this Committee to go into 
the various issues related to India’s over-all s’rategy of develop¬ 
ment. We take as given the approach to these issues as en¬ 
unciated and followed in successive l ive Year Plans: more 
particularly, the important role assigned to the public sector in 
promoting development and mitigating inequalities of income, 
wealth and opportunity. 

Role of direct taxation in resource mobilization from agriculture 

1.4 Mitigation of inequalities, it is now recognized, is essen¬ 
tial not only in the interests of social justice but for helping 
the development of human capital, reducing conspicuous con¬ 
sumption, stimulating saving all round and more generally 
creating an atmosphere in which high growth rates can be attain¬ 
ed without generating acu'e tensions and conflicts in society; 
hence the emphasis on programmes specifically designed to com¬ 
bat poverty and unemployment in addition to those required 
for the long-run growth of the economy. For supporting such 
programmes without continued dependence on foreign aid ad¬ 
ditional resource mobilization on a much larger scale than before 
has to be urgently undertaken. Taxation has a very important 
role to play in such resource mobilization- 

1.5 The problems is not merely to raise additional resources 
but to raise them in a manner reasonably consistent with the 
commitment to reducing inequalities and minimizing the bur¬ 
dens placed on the poorest sections of the people. Given the 
abject poverty of the vast majority of India’s population—more 
especially the rural population—it is in any case unrealistic to 
expect any greater degree of austerity on their part. This 
necessarily means that the additional resources required for a 
self-reliant development programme have to be raised mostly, 
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if not exclusively, from segments of the population which are 
relatively better-off. 


1.6 Given the level and distribution of incomes in the 
country, the relatively well-off segments of the population cover 
many who would not be regarded as rich by standards else¬ 
where. For this reason, even measures for resource mobiliz¬ 
ation designed to cover no more than the richest one-tenth of 
the population would unavoidably affect families with a monthly 

income as low as Rs. 400 at the prices prevailing today. There 
are wide variations in the income range even among the top ten 
per cent of the population, and this decile, therefore, covers 
also families and individuals with very much higher incomes, 
But no scheme of taxation can raise additional resources on any 
significant scale unless those in this entire range of incomes are 
covered by direct taxes with a degree of progression. This is 
an important consideration to be kept in mind when judging the 
scope for raising more resources through taxation in general 
and taxation of agriculture in particular 


1.7 It is generaly recognised that the degree of progression 
in the incidence of all taxes taken together is less on agricultural 
than on non-agricultural incomes. The incidence on the lower 
income-groups in the two sectors does not appear to be signi¬ 
ficantly different; if anything, it is somewhat higher in the rural 
sector. But, as between households placed in the higher in¬ 
come groups, the overall incidence of taxation is lower in agri¬ 
culture, the disparities being particularly pronounced and in¬ 
creasing as one moves up the income-scale. 



4 


1.8 The bulk of the additions to tax revenue in India 
during the last two decades has come from indirect taxation. 
The share of indirect taxes has therefore been rising as a per¬ 
centage of total tax revenue as well as of national income. In¬ 
direct taxes will continue to have an important role In the fiscal 

system. It is a useful instrument for bringing about changes in 
the relative prices of different commodities and services, there¬ 
by influencing the pattern of allocation of resources in desired 
directions. In a country of low incomes and highly dispersed 
productive activity, indirect taxation also makes it possible to 
reach sections of the population that cannot be brought within 
the ambit of direct taxes. Through taxation of commodities and 
services consumed by the richer sections of the population, a 
degree of progression can be achieved even through indirect 
taxation; further, such taxation helps to restrain non-essential 
consumption and consumption of goods involving use of scarce 
resources. 


1.9 It is necessary however to recognize that commodity- 
taxation has serious limitations as an instrument of resources 
mobilization. The incidence of indirect taxes is in general more 
easily shifted—all too frequently to those least able to bear it. 
They also lead very often to unintended cost escalations and 
distortions in resource use. Beyond a point, indirect taxes are 
of little avail in even securing additional resources in real terms. 


1.10 In agriculture, indirect taxes suffer from the further 
limitation that the proportion of rural incomes now spent on 
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commodities and services of the kind that can be brought with¬ 
in the scope of indirect taxation is much smaller than that of 
urban incomes. The choice of items for levy of important: in¬ 
direct taxes such as excise duties is governed to a large extent 
‘by purely administrative considerations; hence, the lack of ade¬ 
quate coverage of commodities and services consumed in the 
rural areas is partly traceable to such considerations. Reliance 
on indirect taxes alone will not, therefore, ensure that compar¬ 
able income groups bear roughly equivalent total tax burden. 
For all these reasons, much greater reliance has to be placed 
on direct taxation, and with a reasonable element of progres¬ 
sion, for mobilizing resources from the agricultural sector. 

1.11 Direct taxes on agriculture have so far taken the form 
mainly of land revenue, cesses and surcharges on land revenue, 
cesses on crops, and agricultural income-tax. The total collec¬ 
tion on account of these categories of taxes in 1970-71 was a 

little over Rs. 136 crores. The bulk of this (Rs. 113 crores) 
was derived from collections under the head ‘Land Revenue’. 1 
Agricultural income-tax contributed about Rs. 11 crores, and 
approximately an equal amount was collected through cesses 


i. Available data on collections under the head ‘land revenue’ are deficient 
in that they do not reflect correctly the revenue from taxat : on of agr'cultural land. 
"The items covered under this head are in fact rot the same in all States. In 
some States (as in Gujarat) collection of cesses wh : ch go to local bod >s are not 
always included while in others they are. Again, : nsome States (e.g. Andhra Pra¬ 
desh and some areas of Rajas than%land revenue includes a compounded element 
of water rates, though generally water rates are charged separately. In the 
case of crop cesses, the collect’ons are sometimes shown as part of the revenue 
from sales or trade taxes. On the other hand collectfons from various nv’scella- 
reous items, which cannot strictly come within the category of‘land revenue’, 
are shown under this head. 

Attempts were made to obtain data in a standardized form 
Not all the States were however in a position to supply the data in this 
form within the time available to them. We have therefore used the data 
compiled and published by the Reserve Bank of Indir with suitable adjustments. 
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and surcharges (including purchase tax) on commercial crops 


Direct State Taxes o’t Agriculture , 1970-71 

(Rs. Lakhs)_ 



Land 

Revenue 

Agrcul- 

tural 

Income 

Tax 

Others* 

Total 

Andhra Pradesh . 

2012 


106 

211S 

Assam .... 

698 

214 


912 

Bihar .... 

698 

29 

197 

924 

Gujarat 

899 



899 

Haryana 

130 


69 

199 

Himachal Pradesh. 

12 



12 

Jammu & Kashm ; r 

• ' 45 



45 

Kerala 

115 

328 


443 

Madhya Pradesh . 

730 


3 

733 

Maharashtra 

989 

5 

443 

1437 

Manipur 

• 29 



29 

Mysore 

472 

155 

•• 

627 

Nagaland 

• I 


•• 

I 

Orissa 

167 

8 


17s 

Punjab 

169 


2 

x 7 1 

Rajasthan 

1071 

I 


1072 

Tamil Nadu 

415 

183 

31 

629 

Uttar Pradesh 

. 2205 

19 

470 

2694 

West Bengal 

404 

108 


512 

Total 

11261 

1050 

1321 

13632 


•Includes surcharge and cess on sugarcane, purchase tax on sugarcane, sur¬ 
face charge on cash crops and tobacco duties. 

Source RBI Bulletin, September, 1972. 
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1.12 In most of the States, land revenue (including cesses 
and surcharges) constitute by far the largest element of direct 
taxation on agriculture. The significant exceptions are Kerala 
and Assam where agricultural income-tax, derived mostly from 
plants'ions, contributes more than the land revenue. Agricul¬ 
tural income-tax is a significant source of revenue in only a few 
other States—namely, Mysore, Tamil Nadu and West Bengal; 
over 90 percent of the total collections from agricultural income- 
tax are accounted for by these five States. The contribution of 
crop cesses is again sizeable only in a few States and the bulk of 
the collections are on account of levies on sugarcane. 2 

1.13 These direct agricultural taxes-contributed about 11 
per cent of the total revenue from all State taxes and duties. 
Their importance as a source of revenue differs however a great 
deal from State to State. They contributed as little as 3 per cent 
of the total receipts from State taxes and duties in the Punjab 
and as much as 25 per cent in Assam. Moreover, as proportion 
of the net domestic product from agriculture their contribution 
during ?he period 1967-70 was on an average barely 1 per cent. 
Again this proportion varied from 0.24 per cent in Orissa and 
Punjab to 1.34 per cent in Rajasthan. 3 


2. In some States (e.g. m Punjab) a ‘market fee’ is charged on agricultural 
produce sold through no'ified markets. This : s essentially a fee charged for 
sendees rendered by the State for market'ns, even though «'ts 'nc'dence i s likely 
to be higher or farmers who market higher properf ons of their produce. 


3. It was somewhat higher ip Gujarat—if the col'ecbons from various ces r es 
related to land revenue are fully taken into account (which this published data 
do not). 
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1.14 The case for mobilising additional resources through 
direct taxation of agriculture has at times been stated with refer¬ 
ence to the proportions of agricultural and non-agricultural 
incomes now being raised through direct taxation. It has been 
pointed out, for instance, that the total yield from land revenue 
and agricultural income-tax amounted to only 0.85 per cent of 
the net domestic product from the agricultural sector in 1970- 
71, while the revenue from income-tax (even when the tax on 
non-agricultural corporate income is not taken into account) 
formed 2.6 per cent of the net output of the non-agricultural 
sector. 4 The policy conclusions drawn from this kind of com¬ 
parison are however open to question, as they take no account 
of the level of incomes or of their distribution in the two sectors. 
Inferences drawn from estimates of elasticities of direct tax re¬ 
venue with respect to income in the agricultural and non-agricul¬ 
tural sectors suffer from similar limitations. 

1.15 Of greater relevance is the principle that the incidence 
of direct taxation should be broadly the same on comparable 
income and wealth groups irrespective of the sources of such 


4. The relevant figures are as follows : 


i960- 1965- 1966- 1967- 1968- 1969- I 97 °- 


61 

66 

67 

68 

69 

70 

71 

Land Revenue and Agricultural 
Income tax 

(Rs. crores) • T07 

130 

105 - 

120 

136 

128 

137 

As percent of NafionalIncome 
from Agriculture . I‘63 

1 "37 

0*91 

0*82 

0-98 

o-86 

0-85 

Income-tax A R$. crores) • 169 

212 

309 

326 

3 vR 

448 

473 

Aspercentof National Income 
from Non-Agricultura! 
sources • • 2 ’49 

2.41 

2.44 

2.32 

2-51 

2-71 

2-60 


(Source ~ Mjn'stry cl Finance. Coverr.irent 'c India) 
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income and the forms in which wealth is held. This does not 
necessarily mean that the forms of direct taxation applicable to 
-^different categories of income and wealth should be identical, 
since the organizational structure and consequently the tangible 
bases available for direct taxation differ from sector to sector. 
Nevertheless, equity has to be the major consideration. What 
one needs to consider therefore is whether the incidence of taxa¬ 
tion on different income and wealth groups is lower in agricul¬ 
ture than in other sectors of the economy. 

1.16 In the non-agricultural sector a person is liable to pay 
income tax once his annual income exceeds Rs. 5,000; and the 
marginal tax rate increases progressively with the size of the 
taxable income, reaching a maximum of 97.75 per cent at levels 
of income exceeding Rs. 2 lakhs. On account of numerous 
exemptions and rebates, and the scope left for splitting incomes 
between individuals within a family, the actual progression is 
much less steep than the nominal rate structure suggests. There 
is also evasion of tax on an extensive scale. A significant 
element of progression nevertheless remains. 

Scope for progression in direct taxation of agriculture 

1.17 The principle of progression has however not governed 
the fixation of land revenue at any time and the rate of levy is 
therefore unrelated to the size of holdings. Attempts have been 
made by several States in recent years to introduce progression 
in taxation of agriculture through exemptions of land revenue 
on small holdings. A few, like the Punjab and Haryana, have 
also imposed surcharges and special charges on the land revenue 
payable by holdings above a certain size. The difference made 
by such measures has been however negligible, whether judged 
in terms of equity or the additional revenue raised. In fact, 
despite the surcharges and special charges levied on the larger 
holdings in these two States, in several districts owners of 
holdings as large as 100 acres in size do not have to pay more 
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than about 0.5 to 0.6 per cent of their income from land in the 
form of land ro.o: : and allied taxes. 5 

1.18 There is no evidence either that States with relatively 
large holdings and higher per capita income from agriculture 
collect a larger proportion by way of land revenue and related 
cesses, rates, and surcharges than those with smaller holdings 
and lower per capita income. Though agricultural income per 
capita in the Punjab and Haryana is about twice as high as in 
the rest of India, the total yield from land revenue, surcharges 
and special charges, cesses on commercial crops, etc. amount 
now to less than 0.4 per cent of the net domestic product origi¬ 
nating in agriculture in these States compared to nearly 1 per cent 
for the country as a whole. 

1.19 Adequate data are not available for estimating the 
incidence of agricultural income-tax and crop cesses on farmers 
belonging to different income-groups. The agricultural income- 
tax, wherever it is in operation, has an element of progression., 
but the assessment of the tax has in practice posed many 
administrative problems. Most of the revenue now being 
collected under this head comes only from plantations; the 
number of farmers growing non-plantation crops who are cover¬ 
ed by the tax, and the quantum of tax paid by them, are far too 
small to make any appreciable impact on the overall incidence 
of direct taxation on agriculture. Crop cesses are related to 
acreage and the pattern of their incidence depends therefore on 
the importance of the crop carrying the cess and inter-farm 
variations in the proportion of the area under each such crop. 
There are not enough data on such inter-farm variations for 
offering anv generalizations about the relative incidence of these 


5. Th-'s : s Msed on the asgumpdon that the max : mum income from land does 
not exceed Fs. 400 per acre. The percentage would, of course,he st : I! lower 
if the return from land : s h'gher -as ; s often'the'ease in irrigated areas. 
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cesses on different income-groups. In any case crop cesses are 
oi very limited coverage and the yield from them is only a 
fraction of the amount collected through laud revenue; they are 
unlikely to correct to any significant degree the lack of progres¬ 
sion that characterises the incidence of land revenue at present. 


1.20 Hence the case of raising additional resources through 
direct taxation of agriculture rests mainly on the fact that there 
is now no progression in the direct taxes levied on this sector 
and consequently income-earners belonging to the higher strata 
in the agricultural sector pay less than those in comparable strata 
deriving their income from non-agricultural sources. It has been 
suggested that, with the proposed lower ceilings on land- 
holdings. there will be little scope for progressive taxation in 
agriculture. An estimate of the maximum income that can be 
secured from a family holding of 18 acres of perennially irrigat¬ 
ed land indicates that it is unlikely to exceed Rs. 25000— 
Rs. 30000 per annum even with relatively favourable endow¬ 
ments of climate, soil and water. In areas less favourably 
endowed, the corresponding income from a family farm of this 
size may be only half as high or perhaps even less. 

1.21 There is no doubt that the proposed ceilings on land 
holdings have greatly reduced the scope for progressive taxation 
in agriculture. However, what remains can still prove adequate 
for raising additional resources from agriculture through this 
instrument. The proposed lower ceilings on landholdings are on 
the area owned by a family and not on the area which a family 
may operate (cultivate). Hence, there will be no bar on a 
family leasing in land and having an operational holding above 
the ceiling. It is not uncommon today for even large landowners 
to lease in additional land for purposes of cultivation. With 
ceilings on owned landholdings the practice may not only con¬ 
tinue but grow. Thus the income from agriculture, that is from 
the operational holdings, will not be necessarily limited by the 
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proposed lower ceilings on owned landholdings. Hence, if the 
operational holding, and not the owned holding, is ma,de the 
unit of assessment for purposes of progressive taxation in agri¬ 
culture, the revenue to be expected may not be so negligible. 
Moreover, with technological improvement (including extension 
of irrigation), productivity of land an,d hence incomes from 
agriculture should be expected to increase over a period of time. 
Nevertheless, with the proposed lower ceilings, the income from 
the relatively larger holdings that could be covered through 
direct taxation is likely to be mainly in the range of Rs. 5000— 
Rs. 15000 per annum for some time to come. This would be 
the income of a whole family. 

1.22 For purposes of direct taxation it is our view that the 
-nuclear family—consisting of husband, wife and minor children 
—is the appropriate basic unit for assessment. The main issues 
raised by the choice of the family as the basic unit are discussed 
in detail in Chapter 6. The main economic justification for 
accepting the family, and not the individual, as the unit of assess¬ 
ment for purposes of direct personal taxation is that decisions 
regarding consumption, savings, etc, are made primarily with 
reference to the needs of the family as a whole and not merely 
of the individual (or individuals) who happen to be the earning 
members of the family. Even the incentive to earn more is 
linked very closely to the requirements of the family—whether 
these requirements are articulated in terms of day-to-day needs, 
sense of security, insurance against risks, considerations of 
prestige and status, or of ‘reasonable’ aspirations for higher 
standards of living. 

1.23 For administrative reasons also, the family has to be 
made the basic unit for assessment of direct taxes if large-scale 
evasion through splitting of incomes between family members is 
to be avoided. It is common knowledge that such splitting is 
now extensively practised by many engaged in business and 
■other activities, and results to a considerable degree in defeatina 
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the objectives of direct taxation in this country. The serious¬ 
ness of the problem is all the greater when the proportion of the 
population that can be subjected to direct taxation is itself low,, 
and the avoidance (or evasion) of tax becomes a major factor 
in accentuating inequalities of wealth and income. In fact, 
absence of a general provision for treating jointly the income 
and wealth of the members of a family renders ineffective to a 
very considerable degree the principle of progression incorporat¬ 
ed in direct taxes. 

1.24 We are aware that the subject of making the family 
the basic unit of assessment is under the consideration of the 
Government. We also note that the family has already been 
accepted as the basis for fixing ceilings on land holding. 

1.25 While considering the general changes needed for this 
purpose in the system of taxation of income and wealth it is 
again important to bear in mind that tine top one-tenth of the 
households in the country account for about 25 per cent of the 
total private consumption, over 40 per cent of the total income 
of all households, and not less than two-thirds of privately- 
owned wealth. As already stressed, the major share of the 
additional resources required for development has to come from 
this strata; and, if this is to be secured without the possibility 
of the burden being shifted to those in the lower strata, reliance 
has to be placed mainly on direct taxation designed to reach 
households coming within the corresponding income and wealth 
range. This in turn requires that households deriving agricul¬ 
tural and/or non-agricultural incomes of around Rs. 5000 per 
annum are brought within the purview of direct taxation and 
a reasonable percentage of their income collected by wav of 
direct taxes without giving opportunity to the assessees for avoid¬ 
ing them on one ground or another. 

1.26 If the family is made the basic unit for direct taxes 
affecting the agricultural as well as the nm-agrcultural sectors, 
and greater attention paid to closmo the Imnholes offered bv 
the various exemptions and deductions now allowed, direct taxa¬ 
tion can become a major instrument for mobilizing tesources 
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for development and for distributing the sacrifices involved on 
an equitable basis. We shall revert, in Chapter 6, to a fuller 
discussion of the issues involved in making the family the basic 
unit for direct taxation—including those, raised by the differences 
in circumstances of those engaged in agricultural and non-agri- 
cultural activity—and in withdrawing exemptions and deductions 
which in effect dilute to an unjustifiable extent the degree of 
progression built into direct taxes. 

1.27 Moreover, wi'.h a ceiling on land holdings, one must 
expect a growing percentage of the, agricultural population to 
seek increasingly larger incomes from non-agricultural sources. 
There has to be therefore some kind of mechanism which ensures 
that incomes, whether derived from agricultural or non-agricul¬ 
tural activities, are taken into account for direct taxation on a 
progressive basis. Such a mechanism is also necessary to pre¬ 
vent evasion of tax on non-agricultural incomes. 

Compulsions of a federal polity 

1.28 There are certain other aspects that have to be 
kept in mind while considering the feasibility and adequacy of 
■alternative methods of direct taxation of agriculture. On ac¬ 
count of factors some of which are perhaps inherent in the 
socio-political structure of the country—not to mention the 
differences between regions in the earlier evolution of land 
tenures—the pattern of agricultural taxation that has emerged 
in India is diverse and complex. It is necessary to devise mea¬ 
sures for removing as far as possible the anomalies that are now 
evident. At the same time, one has to recognise the variety in 
the climatic and physical features of the land and in social and 
economic characteristics of different regions—which is the 
rationale of the federal character of the Indian polity. 

1.29 Distribution of functions and of powers between the 
federating units and the Central Government is a necessary con¬ 
comitant of the federal form of government. The division of 
legislative powers between the Centre and the States in India, 
as in any other federal State, extends to powers in respect of 
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taxation as well. In fact, arrangements of financial powers cons¬ 
titute an important strand in the fabric of a federal structure. 
Any weakening of the position of the States vh a v/.s the Centre 
in the matter of taxation powers has, therefore, implications far 
deeper than what appears on the surface. While the Centre- 
State financial relations contemplated in the Constitution cannot 
be regarded as inviolable, the compulsion, of a federal polity 
have to be kept in view while suggesting any measure which 
might involve a major shift in the distribution of legislative 
powers between the Centre and the. Stares. 

1.30 We shall outline in Chapter 2 the alternative approaches 
to direct taxation of agriculture that might be considered in the 
light of the general considerations outlined above. I n Chapters 
3 to 5 we shall spell out in detad our proposals and recom¬ 
mendations: in this regard. In Chapter 6 we shall deal with 
policy questions and recommendations arising specifically out of 
the proposals outlined in Chapters 3 to 5 or which, in our view, 
are closely linked to our major recommendations and sugges¬ 
tions. 



Chapter 2 


/\l^i ERNATIVE APPROACHES TO DIRECT TAXATION 
OF AGRICULTURE 

Wealth-tax as an instrument of direct taxation of agriculture 

2.1 Under the, Constitution the power to tax agricultural- 
income vests exclusively in the States. On the other hand, there 
is no constitutional impediment to an integrated taxation of 
agricultural and non-agricultural wealth by the Centre. We 
have therefore carefully examined the possibility of relying wholly 
or mainly on the wealth-tax for purposes of direct taxation of 
agriculture. 

2.2 At the moment, wealth held in the form of agricultural' 
land upto the value of Rs. 1.5 lakhs is exempted from the tax. 
After the imposition of the ceilings on land holdings there are 
likely to be few engaged in agricultural activity who would-be 
liable to pay the wealth-tax unless they also happen to possess 
wealth in the form of non-agricultural assets. The imposition of 
ceilings on land holdings is itself likely to make agricultural 
households depend more on other sources of income and invest 
in assets outside agriculture; so it is possible that the, wealth-tax, 
will in course of time cover a wider range of such households. 
But, as the wealth-tax now stands—with all the permissible 
exemptions—it cannot be counted on as a major instrument for 
raising additional resources from those engaged in agriculture- 

2.3 Actually the exemptions now allowed in the assessment 
of wealth-tax are so numerous and substantial that the, liability 
to pay the tax can be avoided without much difficulty by most 
holders of even non-agricultural wealth. This makes the tax. 
an ineffective instrument for achieving the objectives it could 
otherwise be used for. Some of the exemptions now given are- 
in fact highly regressive in their effect. For instance, when the- 
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rates of tax leviable are high but assets held in, certain forms- 
are, upto specified limits, excluded altogether from taxable 
wealth, not only do the effective rates become much lower but 
the fiscal gain to the assessees in the relevant range tends to 
be greater the larger their net wealth. In the light of .the: 
criteria on which ceilings have been imposed on land holdings, 
and the need now to reduce inequity through taxation of both 
income and wealth, there is a strong case for reviewing the 
exemptions allowed "and for widening effectively the coverage 
of the wealth-tax. One way of widening the coverage of the 
tax would be, as indicated earlier, to make the family the basic 
tax unit of assessment; another would be to lower the basic 
exemption limit allowed; a third alternative is to remove all 
exemptions except the basic exemption allowed. Even if the 
basic exemption limit is raised the wealth-tax could be made 
a very much more effective instrument for raising additional 
resources provided the other exemptions are kept to a minimum. 

2.4. Apart from the advantage—referred to earlier—that 
there is no constitutional impediment to integrated taxation of 
agricultural and non-agricultural wealth by the Centre, the 
wealth-tax might appear in some ways to be easier to administer. 
For, fluctuations in wealth from year to year are apt to be 
very much less than fluctuations in income, more so in Agri¬ 
culture. If the rates of tax are fixed at a low level for the 
lower ranges of net wealth it would impose no serious hard¬ 
ship on the assessees; and, at the same time, the tax liability 
would be much more stable than if the tax is on income. Thus 
there is much to be said in favour of the wealth-tax. But if 
the exemption limit is lowered sufficiently to bring within its 
purview a fairly high proportion of those engaged only in agri¬ 
culture (even 10 to 15 per cent of the agricultural population) 
a number of other problems will have to be faced—more parti¬ 
cularly, in .identifying the potential assessees and the taxable 
assets, valuing the assets, etc. In the conditions of Indian agri¬ 
culture it will inevitably give rise to considerable harassment, 
and possibly even lead to savings being increasingly held in 

66 M. of Fin.—3. 
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forms that are more easily concealed such as gold and currency 
hoards. These considerations make it difficult to use the wealth- 
tax as the principal instrument of resource mobilization from 
the agricultural population. 

Integrated taxation of agricultural and non-agricuftural incomes 

2.5 An alternative would be a completely integrated system 
of taxation of agricultural andi non-agricultural incomesi. It 
will ensure that families with comparable incomes, irrespective 
of the sources of their incomes, pay approximately the same 
amount of tax. The desirability of moving in this direction had 
in fact been suggested by some, including the Taxation Enquiry 
Commission of 1953-54. However, for several reasons, it ap¬ 
pears to us that a solution along these lines will neither be 
practicable nor effective enough in achieving the objectives of 
direct taxation in the present context. 

2.6 Firstly, as mentioned above, under the Constitution, 
the power to tax agricultural income vests exclusively in the 
States. Hence, integrated taxation of all incomes on a uniform 
basis by the Centre would require a major constitutional amend¬ 
ment. The States are generally opposed to such amendment— 
partly for fear that they may not get the full benefit of the 
additional revenue accruing from the integrated tax o n agricul¬ 
tural and non-agricultural incomes. The misgivings of the 
States on this score can perhaps be removed to some extent 
through a stipulation for automatic devolution of the additional 
tax receipts. However, with very few exceptions, the States 
are on principle against surrendering the right to tax agricul¬ 
tural income, since they view it as an erosion of their limited 
powers of taxation and an infringement of their autonomy. Re¬ 
luctance of the States to accept any constitutional amendment 
for transferring to the Centre the power to tax agricultural in¬ 
come as a hard political fact that has to be reckoned with. 

2.7 Apart from this political hurdle, proper assessment of 
agricultural incomes requires a degree of knowledge of local 
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conditions that is available only to the State administration. 
Identification of potential assessees in the agricultural sector 
■and determination of the norms appropriate to a correct assess¬ 
ment of their income from agriculture would require full and 
active participation of administrators at the State level. Any 
practicable scheme of taxation of agricultural incomes will have 
to be one in which the States will be primarily responsible for 
the levy and collection of the tax. 

2.8 A major problem that has to be faced in assessing 
agricultural incomes is that the determinants of productivity, 
■costs and returns in agriculture axe far more complex and 
variable than in other forms of production. The computation 
of actual income from farming with any degree of precision 
■present formidable difficulties. The majority of farmers do not 
maintain detailed accounts; and, even if they keep and produce 
accounts, there are no easy means of verifying their correctness. 
‘Consequently the possibility of harassment by tax officials, and 
■equally the opportunities for understating true incomes, are 
likely to be considerable in a system of direct taxation of agri¬ 
culture based solely on the ‘actual income’ concept. 

Progressive surcharge on Land Revenue 

2.9, An alternative often suggested is a progressive sur¬ 
charge on the existing land revenue. While this has the merit 
of apparent simplicity, we consider it unsatisfactory for several 
reasons. A surcharge suggests modest additions to the basic 
tax. In actual fact the magnitude of surcharges required to 
achieve a reasonable degree of progression in the taxation of 
agriculture will have to be a very large multiple of the basic 
land revenue. But by far the most serious and valid objection 
to using the existing land revenue as the basis for introducing 
progression is the lack of uniformity in the principles and pro- 
ced‘ 1 ms followed in different. States, and even in different areas 
within the same State, in fixing the rate of land revenue. Not 
only does the incidence of land revenue in relation to net income 
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from agriculture vary a great deal from region, to region but 
in several areas, it is wholly inequitous; if progression is intro¬ 
duced on such a base it would only aggravate and perpetuate 
these anomalies. Certainly a progressive surcharge related to 
existing land revenue cannot ensure that farmers falling in 
broadly comparable income groups would pay roughly the same 
amount of tax in all parts of the country. 

2.10 The large regional variations in land revenue per unit 
of net output from agriculture are partly the result 
of differences in the method of assessing land revenue and 
of the rates fixed. In the ex-zamittdari areas, the land revenue 
payable on different holdings was fixed either ad hoc or through 
a tortuous process of bargaining between the tenants and the 
intermediaries, and seldom was any attempt made to relate it 
to the relative productivity of land. The rates that emerged in 
this way continued even after the abolition of zamindari. Be¬ 
sides, few of the princely States that merged in the federating 
units of the Indian Union had a properly organised land revenue 
system. Thus, even within a State, there are (as in Rajasthan 
and Madhya Pradesh) sharp variations in the rates at which 
land revenue is paid by land-holders in respect of holdings that 
are similar in essential respects. In an attempt to bring about 
uniformity some States like Kerala introduced a flat rate of tax 
for all lands. But it scarcely provided the basis for an adequate 
system of taxation of agriculture, and had certainly no more 
degree of progression within it than land revenue. 

2.11 In ryotwari areas, the assessment was no doubt related 
to potential productivity of land based on a detailed field-to- 
field survey. Revenue settlements in these areas required deter¬ 
mination of the soil charactristics of each individual plot and of 
its normal productivity but only in relation to the staple cereal 
crop of the region concerned. Thus the productivity of land 
under such settlement was viewed' essentially as a function of 
the soil conditions and determined in relation to a single crop- 
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The unitt) selected for settlement operations in ryotwari tracts 
were generally smah, compact, mid more or less homogeneous 
in respect of climatic, conditions. However, differences in pro¬ 
ductivity between such units of settlement were not adequately 
reflected even in the ryotwari areas. 

2.12 The procedure adopted in the ryotwari areas in the 
fixation of land revenue could be justified on the ground that, 
at the time the system was devised, non-cereal commercial 
•crops did not figure as prominently a s they do now; and partly 
perhaps on the general consideration that, under conditions of 
subsistence farming, crops other than cereals were apt to be 
viewed as involving greater risks and did not warrant being 
taxed at a higher rate even if found more profitable. Whatever 
the merit of these arguments, it is clear that the ryotwari settle¬ 
ment procedure of determining the productivity of land with 
reference to only one crop, even if it is the staple one, cannot 
be considered adequate now. Moreover, th e procedure itself is 
very time-consuming; and the assessments are likely to get out¬ 
dated fairly quickly in areas of rapid agricultural development 
where the scope for direct taxation may be the greatest. A 
progressive surcharge linked to land revenue would not therefore 
serve the objectives in view, even if fres!h assessments were to 
be attempted now on the same lines as before. 

Attributes of a satisfactory system of . direct taxation of 
agriculture 

2.13 Therefore, what is needed is a system of direct taxa¬ 
tion on agriculture which, firstly, can b e worked, a s far as 
possible, within the present provisions of the Constitution. 
Secondly, the system must be simple enough and hence must 
avoid trying to assess the actual income of each assesses everv 
year. At the same time, the system must satisfy three require¬ 
ments; (i) it must take into account the differences in the pro¬ 
ductivity of land depending upon the particular crops grown in 
a reeion; (ii) its incidence in the different parts of the country 
must be uniform which means that it must take into 
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account the differences in the productivity of land in different 
parts of the country; and (iii) it must reflect changes in pro¬ 
ductivity and prices over a period of time. In order to take 
into account the differences in the productivity of land depend¬ 
ing upon the particular crops grown, it is possible to establish 
certain correspondence or ratios of equivalence between lands 
growing different crops and then converting the acreage of each 
agricultural holding into a standard acreage by treating an acre 
of land under a certain crop as the standard acre. This is in 
fact being done in Tamil Nadu for purposes of agricultural 1 
income-tax. Within a homogeneous region, it can effectively 
take into account the differences in the productivity of land 
depending upon the actual crops grown. But it does not help to 
establish any correspondence between lands in different parts of 
the country growing the same crop. In other words, the system 
does not take into account the differences in the productivity of 
land in different soil-climatic regions of the country. A system 
of agricultural taxation to be acceptable must have, and must be 
shown to have, a uniform incidence all over the country. 
Finally, it should be possible to build into the System a degree 
of progression broadly comparable to that accepted in the 
non-agricultural sector of the economy, and it should be res¬ 
ponsive to- changes in productivity and prices over a period of 
time. In the following chapter, we shall propose a system of 
direct agricultural taxation which, in our view, meets tf'ese-' 
requirements. 



Chapter 3 


AGRICULTURAL HOLDINGS TAX 
Defects of the present Land Revenue system 

3.1. As explained in the previous chapter, the; present land 
revenue system suffers from two major defects. In the first 
instance, the incidence of land revenue in relation to the pro¬ 
ductivity of land is not uniform over different parts of the coun¬ 
try. Land revenue as a proportion of the net domestic pro¬ 
duct from agriculture at current prices varies from 0.23 per cent 
in Orissa and 0.24 per .cent in Punjab to 1.33 per cent in 
Rajasthan. A similar comparison between different districts 
shows even wider range of variation. The reason for this is 
that land revenue settlement has been done under different sys¬ 
tems and at different times in different parts of the country. 


3.2 In ryotwari settlement areas some attempt was made to 
relate the land revenue to the productivity of the soil. Indeed, 
in these areas, the original settlement was based on a soil classi¬ 
fication done in great detail and with considerable care. This 
is now reflected in the relative rates of land revenue which lands 
in different soil classes carry. In surveyed parts of certain 
zamindari areas also classification of soil was done. But the 
rent and revenues payable annually were not always related to 
the soil class of the land. In either case, the soil classification 
was done only in the original survey and settlement operations 
and is now several decades old. Over the years, numerous 
changes have taken place affecting the original soil classification. 
For instance, with extension of irrigation, the availability of 
assured and controlled water, and new inputs such as improved' 
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seeds and chemical fertilizers far outweigh the differences in the 
original soil classification. Even on unirrigated lands } bunding 
and other soil conservation measures may have materially 
improvp.fl the quality of the soil. The original soil classification 
has thus lost much of its validity. 1 Even where the original 
soil classification has remained substantially unaffected, the 
simple relation between soil quality and output often presumed 
by the revenue administration -does not necessarily hold good. 

3.3 Moreover, even in ryotwari areas, the original and the 
subsequent settlements were done at different times in different 
districts/taluks/tehsils and in consequence the incidence of the 
present land revenue on lands of comparable quality is not quite 
the same. In non-ryotwari settlement areas, the basis of land 
revenue and the present assessment of land appear to be quite 
arbitrary in most cases. Naturally, the incidence of land 
revenue varies greatly between different parts of the country. 

3.4 The second major defect of the present land revenue 
system' is that land revenue is assessed at a flat rate per hectare 
and hence is not progressive. In a village, a landholder 
owning say, 10 hectares of land pays only 10 times the land 
revenue paid by a landholder who owns only one hectare. 
Justice and equity demand that a large landholder should pay 
more than proportionately larger land revenue. In some States, 
attempts have to be made to introduce an element of progression 
ness by levying a progressive surcharge on land revenue; but, 
as noted in Chapter 1, the progressive element introduced is 
small and its net effect negligible. 


3.5 If the agricultural sector is to make its due, fair and 
equitable contribution towards raising resources for further 


T That this >s the case has been confirmed in the course of the d'scussionS 
the Comttv'ttee has had with officials of even States l^e Andhra P^fesh and 
Tam ; 1 Nadu where survey and settlement operations had been Undertaken mote 
Systematically than in most other States. 



-ecoBomic development* the present land revenue system has to 
be corrected for these two major defects*!"' An equitable land 
tax must (a) take into account the differences in the produc¬ 
tivity of land ah over die Country on the basis of certain objec¬ 
tive criteria and uniform procedures, and (b) reffect broadly the 
degree of progression applicable to Other sectors of the economy. 
Wo shall call the tax we propose for the purpose the Agricultural 
Holdings Tax (AHT). In this chapter, we shall consider the 
principles of levying such a tax and the operational details of 
its assessment and collection. 


A workable method of correcting the defects of the land Revenue 

3.6. Let us first consider how we may take into account 
the differences in the productivity of land all over the country. 
Large differences in the productivity of land exist because of the 
soil-climatic differences between different regions, between diffe¬ 
rent districts, or between different tracts within a district. 
Within any soil-climatically homogeneous district [tract the pro¬ 
ductivity of land depends,firstly, on whether the land has an 
assured and controlled water supply, and, secondly, on the parti¬ 
cular crops grown. Hence if we can take into account (a) soil- 
climatic differences between different regions, districts, or tracts 
within a district, (b) conditions of water supply for each plot of 
land in each soil-climatically homogeneous district I tract, and 
(c) the crops grown on each plot of land we shall have taken 
into account the major elements causing differences in the pro¬ 
ductivity of land all over the country. 

3.7 It is of course possible that even within a tract homo¬ 
geneous in respect of soil and climate, the productivity of two 
plots of land with similar water supply and growing the same 
crop mav not be exactly the same because of differences in the 
quality of soil. To be at/lc tp, take fully into account such soil 
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differences within a homogeneous tract, a detailed soil classifica¬ 
tion of each plot of land will be necessary. As mentioned above, 
such classification is available mainly in ryotwari-settled areas 
and the surveyed parts of certain zamindari areas; but being 
rather old it has, as observed earlier, lost much of its validity. 
A land capability survey based on a plot-by-plot soil classifica¬ 
tion ail over the country will be too time-consuming'and expen¬ 
sive. Moreover, within soil-climatically homogeneous tracts—if 
they are sufficiently small and delineated with care—differences 
in soil are of less consequence, provided the land has an 
assured and controlled water supply. On unirrigated lands, the 
soil differences get partly reflected in the choice of crops grown. 
Hence, as mentioned above, if we take into account (i) the soil 
climatic differences between sufficiently small homogeneous 
tracts, (ii) conditions of water supply for each plot of land, and 
(iii) the crops grown on each plot of land, it seems to us that 
we shall have taken into account the major elements of produc¬ 
tivity of land and thu s brought all landholdings to a comparable 
basis. It is of course not possible to bring any two landholdings, 
or for that matter any two assessable units, to a perfectly com¬ 
parable basis; some differences will unavoidably remain un¬ 
accounted. But if the method suggested by us in this case is 
followed, the unaccounted differences in circumstances are 
likely to be no larger than those which remain unaccounted in 
the levying of any other direct tax like the present income-tax 
on non-agricultural incomes. 

Introduction of the Agricultural Holdings Tax 

Norms of gross output 

3.8 Specifically, we suggest the following procedure: 

(a) The country should be divided into a sufficiently 
large number of soil-climatically homogeneous tracts 
so that most of the soil-climatic differences may be 
taken into account. While some of the existing dis¬ 
tricts may be sufficiently homogeneous in respect of 



27 


soil and climate, and do not require further sub¬ 
division into tracts, a number of districts may have. 
to be sub-divided into two, three or even more 
tracts. We suggest that State Governments should 
immediately undertake to delineate soil-climatically 
homogeneous tracts in their respective territories. 

In the following, we shall refer to such homogeneous 
tracts as district/tracts. 

(b) For each such district/tract, norms of output of 
different crops per hectare for each year should be 
worked out on the basis of the estimates of yield 
for the previous ten years. There are two reasons 
why the norms adopted should be based on the 
yields of a ten-year period. Firstly, a ten-year 
period is likely to include good and bad years in 
their normal proportion. Secondly, once it is de¬ 
cided to take a ten-year period, there will be 
available sufficiently large number of crop-cutting 
experiments to give estimates of yields of crops even 
for a small homogeneous tract. Such norms of 
output should be revised every year taking into 
account the yields of the preceding ten years. 

(c) The norms of output per hectare of different crops 
in different districts/tracts should be valued at the 
relevant average harvest prices of the preceding 
three years. By taking the average of prices of three 
years, sharp year-to-year fluctuations in prices will 
get smoothened out. The State Governments should 
notify the markets and the post-harvest marketing 
periods relevant to each crop in each district/tract 
and arrange to collect, record and publish the rele¬ 
vant prices on a regular basis. The average prices 
tr be anPlied in va1mn<? the output per hectare of 
different crops in each district/tract should be re¬ 
vised every year taking into account the prices of the 
preceding three years. 
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(d) The norms of output mentioned in (b) above, valued 
at prices mentioned in (c), will constitute the norms of 
the value of output per hectare of different crops in different 
distriets/traccs. 

3.9 Some reference needs to be made here to the way ia 
which fodder crops might be treated—in view of their im¬ 
portance in an agrarian economy so heavily dependent on live¬ 
stock. There are two cases to distinguish: one in which fodder 
is a by-product of a grain crop, and the other where a fodder 
crop is grown as an independent crop. For the sake of simpli¬ 
city, we suggest that the vaue of fodder, where it is the by-pro¬ 
duct of a grain crop, may be neglected. However, it will be neces¬ 
sary to take into account fodder crops where they are grown as 
independent crops and part of the land is specially used for this 
■purpose. Here again, we may have to distinguish between two 
situations. One is in which the fodder crops are largely used to 
feed the farmer’s own cattle and only a small portion is sold on 
the market.' In this case the value of output of the fodder crop, 
if it is grown under unirrigated conditions, might be taken at 
half the value of output of the lowest-valued unirrigated crop in 
the district |tract. If the fodder crop is grown under irrigated con¬ 
ditions the value of its output might be taken at one-fourth the 
value of output of the lowest-valued irrigated crop in the district/ 
tract; since the value of irrigated crops is in general higher than 
of the unirrigated, the value imputed to fodder crops in the 
irrigated areas is still likelv to be higher than to those grown 
in the unirrigated areas. The other situation is where fodder 
crons are grown, as independent crops and mainly for the market. 
This is the case in some distrietsjtracts, particularly those ad¬ 
joining large urban centres. We suggest that the fodder crops 
should then be treated exactly as any other crop and the value 
of their output per hectare determined in the manner indicated 
in the previous paragraph. 
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Deduction for costs of cultivation 

3.10 The norms to be applied will have thus been deter¬ 
mined in terms of the value of output per hectare of different 
crops in each district/tract. But these will be norms of gross 
output of the crops and it will be necessary to make allowance 
for expenses of cultivation. In the analysis of farnr business 
there are several concepts of costs. The one most appropri¬ 
ate in the present context seems to be the one covering what 
are called‘ paid-out costs”; they consist of material and labour 
costs actually paid out by the farm-operator for current culti¬ 
vation. Costs imputed to family labour are part of the in¬ 
come of the family; and the imputed cost of farm produce used 
as inputs for agricultural production within the farm cannot be. 
legitimately deducted unless all such produce is fully taken into 
account in the estimation of the gross output of the farm. Al¬ 
lowance for the capital costs involved may be made by taking 
account of the depreciation provision, but it will not be appro¬ 
priate to allow for such depreciation in respect of livestock unless 
additions to such stock within farms by the birth of calves 
are included as part of their gross output. For reasons earlier 
explained, we do not envisage collecting information on costs 
every year from each assessable landholding. It will inevitably 
lead to undue harassment on the one hand and over-statement 
of costs and consequent tax evasion on the other. It is obvi¬ 
ous therefore that, just as we propose to assess the value of 
gross output on the basis of certain averages, the deductions for 
costs will likewise have to be made according to some norms 
based on averages. 

3.11 Unfortunately, unlike in the case of output where we 
have adequate data to determine the value of gross output of 
different crops in different districts/tracts, the data on costs of 
cultivation of different crops in different districts/tracts are 
still very inadequate. A number of farm management and cost- 
of-production studies have been conducted during the last de¬ 
cade and a half, but they are not enough to estimate costs of 
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■cultivation of different crops in different districts/tracts. The 
data base for this purpose needs therefore to be duly strengthen¬ 
ed over a period of time. The available data do however indi¬ 
cate tlie range within which the paid-out costs vary, and this is 
sufficient for making a beginning. 

3.12 On the basis of available data, the paid-out costs of 
cultivation of most crops in the different districts/tracts appear 
to lie between, approximately 25 per cent and 60 per cent of 
the gross value of the output of the crops. Expenses of irriga¬ 
tion are an important item of the costs of cutivation of irrigat¬ 
ed crops. Hence we suggest that (i) deductions on account 
of costs of cultivation (other than expenses of irrigation) may 
be allowed for all crops at the rate of 40 to 50 per cent of the 
value of their gross output, and (ii) provision should be made 
for extra deductions on account of expenses of irrigation of the 
irrigated crops. More specifically, we suggest the follow¬ 
ing: 

(a) Barring exceptions as provided in (b) below, deduc¬ 
tion at the rate of 40 per cent of the value of gross 
output may be allowed on account of costs of culti¬ 
vation (other than expenses of irrigation) for all irri¬ 
gated and unirrigated crops. 

(b) In exceptional cases, for specified irrigated or unirri¬ 

gated crops in particular districts/tracts, deduction on 
account of the costs of cultivation (other than expen¬ 
ses of irrigation) may be allowed at the rate of 45 
or 50 per cent of the value of their gross output. 

(c) While allowing additional deductions on account of 
expenses of irrigation of the irrigated crops, two cir¬ 
cumstances may have to be borne in mind; 

(i) expenses of irrigation from private sources of irri¬ 
gation are generally higher than the expenses of 
irrigation from public sources, and (ii) irrigation 
charges for irrigation from public sources vary 
considerably between different States. Hence, the 
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specific circ ums tances of each jholding will have 
to be ascertained as to the sources of irrigation and 
appropriate deductions allowed on account of ex¬ 
penses of irrigation. We shall presently indicate the 

necessary provisions in this regard. 

3.13 We believe that deductions allowed at the above men¬ 
tioned rates are reasonable; that they meet the majority of the 
cropping situations in the country; and that in fact they leave 
sufficient margin for intensive cultivation by greater use of in¬ 
puts. As more data on costs of cultivation of different crops 
in different districts/tracts become available, it will be possible 
to revise the proposed scale of deductions and make it more spe¬ 
cific to the circumstances of each case. This should be done. 
However, it is necessary to guard against the tendency to inflate 
cost estimates, especially when they are known to affect the tax 
base. We are, therefore, of the view (hat a ceiling on the percen¬ 
tage deductions on account of costs is necessary. We feel that 
in no circumstances should deductions on account of costs of 
cultivation exceed 50 per cent of the value of gross output in 
the case of unirrigated crops; and 60 per cent of the value of 
gross output in the case of irrigated crops (including expenses 
of irrigation). Provision for costs, stated as percentages of 
gross value in the manner suggested by us, could serve not only 
to simplify administration of the tax and avoid harassment but 
to give some inducement to farmers to reduce costs relatively 
to the value of their output and thus improve efficiency of cul¬ 
tivation while gaining at the same time some tax advantage for 
themselves. Later, we shall make recommendations regard¬ 
ing the manner in which a revision of the scale of costs may be 
made and the agency to which this responsibility should be en¬ 
trusted. 

Rateable value of agricultural land 

3.14 When deductions are made on account of costs of cul¬ 
tivation (excluding initially the expenses of irrigation to be al¬ 
lowed at the level of the assessable holdings) out of the value 
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of gross output, we shall have norms oi ,oet otJ 
eluding the expenses of irrigation) of different 
ent (districts/tracts. We shall refer to these nor 
able value of a hectare of land growing differ* 
ferent districts/tracts. The rateable value of a he 
in general be different-in different districts/ tra 
a district/tract, it will be different for lands sot 
crops. It will also probably vary from year tc 
upon which particular crops are grown on the 
given year. If the land is cropped (harvested' 
ing the year of assessment, its rateable value w 
by the particular crop or crops involved; if it 
vested) more than once the rateable value wi 
by all the crops grown (harvested) during the y 

3.15 The question naturallv arises as to 
the rateable value of a land that has not bee 
vested") during the year of assessment. We si 
tinguish a number of situations in this categor 
is that of permanent fallow such as land un< 
etc. We suggest that the rateable value of p 
should be half the rateable value of land undei 
crop in the district/tract. 

3-16 The case of current fallows is somew 
this case, the land is cropped (harvested) but i 
may be cropped once in two years or even 
years and, in between, left fallow for recuper 
It may also happen, that the land grows two c 
and none in the next. In such cases, it is obvi 
year of assessment the land has been kept fal 
been cropped at all, its rateable value in that 
zero. However, care has to be taken to ensi 
not encourage undue extension of current ft 
suggest that land left as current fallow in th 
ment should have zero rateable value unless 
fallow in a third year in succession. If a lai 
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fallow for a third year in succession, we suggest that it should 
be treated as similar to permanent fallow and should have a rate¬ 
able value half that of the lowest value,d crop in the district/ 
tract. 

3.17 There are two other situations to consider. In both 
the lapd is in fact under a crop but it is one that is not harvest¬ 
ed^ during the year of assessment. One such case appears when 
a crop stands in the field for more than 12 months, as for ins¬ 
tance, is the case, of the 18-month sugar cane crop. The other 
case is that of orchards or plantation crops in whose case it 
generally takes more than one year for the plants to become 
fruit-bearing. In both these cases, it will be only right and 
fair to treat the land as having zero rateable value if in the 
year of assessment no crop has been harvested. In respect of 
arable crops, such period will never exceed two years; allowance 
for costs may be made in the year of harvesting on the same 
basis as already indicated for other crops. In respect of or¬ 
chards and plantation crops, the non-fruit-bearing period will 
have to- be specified in respect of each such crop in each district) 
tract. The recurring costs incurred during these periods could 
be aggregated and amortized over the fruit-bearing periods, but 
this is likely to prove a complicated and cumbrous procedure. 
There will be considerable advantage in opting for a simpler 
but reasonable method of assessment. The minimum provi¬ 
sion for cost suggested by us is 40 per cent of the value of 
gross output of a crop each year (apart from actual irrigation 
expenses). Since the recurring costs incurred in plantation and 
orchard crops during their fruit-bearing period are likely to be 
in fact lower, if the same provision is made in their case also, 
it should ordinarily suffice to cover amortization of the recur¬ 
ring costs incurred in the years of gestation. 

Relief for crop failures 

3.18 There is yet another case to consider which, though 
belonging to quite a different category, will have to be similarly 
treated. This is the case .of severe failure of one or more crops 
in a district/tract in a given year. Crops may have been sown 

66 M. of F.—a 
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but not harvested because of total failure, or may be harvested 
but the output is very much below the norms established on the 
basis of average output of earlier ten years. It is obvious that 
the rateable value of lands sown under such crops will have to 
be appropriately reduced in the given year. We feel that this 
should be done on a liberal basis and suggest that if, in a given 
year, the average output of a crop in a district [tract is less than 
half the norm established on the basis of average output of 
earlier ten years, the rateable value of the land sown under such 
a crop in that year should be taken to be zero. This will not 
only be fair but operationally much simpler than the provisions 
for partial and full suspension, recovery of suspension, and 
remissions of land revenue now existing in the land revenue codes 
of different States. To take into account cases of failure of crops 
in part or parts of the disfrict|tract—while at the same time 
discouraging demands for relief being made, without adequate 
justification—a special procedure is required. We suggest that, 
"for this purpose, provision should be made for inquiry by an 
appropriate authority and for establishing the case for relief 
preferably through crop-cutting experiments. 

3.19 To sum up, we suggest that the rateable value of land 
in the year of assessment should be determined as follows: (i) 
the rateable value of lands which have been harvested once or 
more often during the year of assessment should be determined 
by the value of average gross output of the relevant crop (or 
crops) in the district/tract minus deductions for costs accord¬ 
ing to the prescribed scale (except that, when in a given year, 
the output of a crop in a district/tract is less than half the 
norm, the rateable value of land sown under that crop would 
be zero in that year); (ii) the rateable value of permanent 
fallows, and land left as current fallow for the third year in 
succession, should be half the rateable value of lands growing 
the least-valued crop or crop-group in the district|tract; 
(iii) lands left as current fallow for no more than two years 
in succession, as also lands actually under crops grown but 
not harvested during the year of assessment, should have ”ero 
rateable value. 
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Grouping of crops 

3.20 It will thus be seen that the construction of the rateable 
value of an agricultural holding will require taking into account 
all the several crops grown on it during the year of assessment. 
This could be done. It will however greatly simplify the com¬ 
putation—and there may be also some other advantage—if, 
instead of considering all the several crops singly, the crops in 
a district/tract are suitably grouped into a few crop-groups, the 
average rateable value for each such group worked out, and the 
rateable value of an agricultural holding determined on the 
basis of rateable values of the relevant crop-groups. For this 
purpose,, we suggest that the crops in each district/tract may be 
grouped in convenient groups as under: 

(i) Out of the unirrigated crops, one or two crops which 

appear to have a high rateable value 2 , and/or 
show a high degree of local concentration even 
within the district/tract, should be treated separa¬ 
tely. The, remaining unirrigated crops may be 
grouped in one single group, or in two or three 
groups, if they belong to clearly distinguishable 
crop-seasons. The reason why they may be group¬ 
ed in this manner is that , even though the value of 
their output per hectare may differ somewhat, 
many of them are grown on the same lands either 
in mixtures or in rotation and some of them are 
apt to be frequently substituted on e , for another 
depending upon their relative prices. 

(ii) The unirrigated crops, if any, excluded from group 
(i) may be treated singly or formed into one or 
two groups. 

(iii) Out of the irrigated crops, one or two crops which 
appear to have a high rateable value, and/or 
show a high degree of local concentration even 

2 Where we refer to the rateable value of a crop (or crop-group), we 
mean the tateable value of a hectare of land in which the crop (or crop- 
roup) is grown in the district/tract concerned. 
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within the, district/tract, should be treated separa¬ 
tely. The remaining irrigated crops may be put to¬ 
gether in one single group, or in two or three 
groups, if they belong to clearly distinguishable 
crop-seasons. The reason for such grouping is the 
same as mentioned in (i) above. 

(iv) The irrigated crops, if any, excluded from group (iii) 
may be treated or formed into one or two groups. 

(v) Plantation crops may be classified into two or three 
groups (or more if required) according to their 
rateable value. 

(vi) Fodder crops may be grouped into two groups 
according to whether they are irrigated or unirri¬ 
gated. 

3.21 On this basis, it should generally be possible to classify 
the crops in a district/tract into five or six groups in number. 
The next step will be to work out the rateable value of a hec¬ 
tare of land under each crop or crop-group. Where a crop is 
kept separate, and not combined with any other crop to cons¬ 
titute a group, there is of course no problem; the rateable 
value of a hectare of land under the crop as earlier derived will 
serve the purpose. Where two or more crops are combined to 
constitute a crop-group, the rateable value of a hectare, of land 
under the crop-group should be derived on the basis of (i) 
the net value of output of e,ach of the several crops included 
in the crop-group, and (ii) the percentage share of the area 
under each of these crops in the district/tract during the past 
three years. 

3.22 Working out the, rateable values of land under diffe¬ 
rent crop-groups will undoubtedly involve a certain amount of 
work. But once the rateable value of land under different 
crops is fixed, it will greatly simplify the work of computing 
the rateable value of each assessable agricultural holding in 
the district/tract; at the level of a holding, one will only have 
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to consider a few crops or crop-groups rather than several 
crops singly. The method has also some other advantages. 
First, estimates of the rateable value of land per hectare of each 
crop-group are likely to be much more reliable than those of 
the individual crops in the group taken separately since the, 
estimates of gross output per hectare of crop-groups will be 
based on a much larger number of crop-cutting experiments 
than the estimates of the gross output per hectare of each of 
the crops included in a group. Secondly, the rateable value of 
an agricultural holding worked out on the basis of crop-groups, 
rather than on the basis of single crops, will be more stable and 
will fluctuate much less. For, the year-to-year fluctuations in 
the acreage under crop-groups will be much less than under 
single crops. 

3.23 Thus, for each district/tract, there will be, a schedule 
of rateable values of a hectare of land under different crops| 
crop-groups including fallows. The schedule of rateable values 
will have to be revised every year taking into account (i) the 
crop yields of the, preceding 10 years, (ii) the harvest prices 
of the preceding 3 years, and (iff) any revision, that may be 
made from time to time, in the scale of deductions to be made 
on account of the costs of cultivation (other than expenses of 
irrigation) of different crops. The schedule of rateable values 
thus revised and brought up-to-date will constitute the sche¬ 
dule of rateable values for a given year of assessment. As we 
shall suggest later, the assessment year should be uniformly 
from 1st July to 30th June. Hence the rateable values of 
lands under different crops applicable to say, the assessment 
year 1971-72 will be based on (i) the, crop yields of the 10 
years from 1961-62 to 1970-71 both inclusive, (ii) the harvest 
prices of the three years 1968-69, 1969-70 and 1970-71, and 
(iii) the prescribed scale of deductions on account of costs of 
cultivation (other than expenses of irrigation) with such revi¬ 
sions as may be, made from time to time. On this basis the 
schedule of rateable values of land under different crops/crop- 
groups in each districtjtract for the year 1971-72 will be work¬ 
ed °ut and included in the legislation for that year. The cons- 
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truction of this schedule every year for each districtjtract in a 
State will be the responsibility of the State Government con¬ 
cerned. 

Reteable value of agricultural holdings . . 

3.24. Let us now proceed to the next step, namely, to con¬ 
struct, for each year of assessment, the rateable values of all 
assessable agricultural holdings in each district] tract. For each 
year of assessment, the reteable value of an assessable land- 
holding will be determined by the rateable values of a hectare 
of land under the crops actually grown (harvested) on it dur¬ 
ing the year of assessment minus the special deductions we 
shall now propose on account of expenses of irrigation if there 
axe any irrigated crops grown on the holding during the, year 
of assessment. As we have noted earlier, the expenses of irri¬ 
gation will be different depending on whether irrigation is pro¬ 
vided from public or from private sources. Taking this into 
account, we suggest the following deductions to be made on 
account of expenses of irrigation: 

(a) If any part of an agricultural holding receives irri¬ 
gation water from public sources of irrigation such 
as canals, tanks, public tube-wells, joint or co¬ 
operative lift-irrigation schemes, etc., where speci¬ 
fic water rates or charges are paid for the use of 
irrigation water during the year of assessment, the 
actual rates or charges so paid should be deduct¬ 
ed. What are deductible are only the specific rates 
or charges for use of irrigation water, and not 
any other cesses or rates attached to the water 
rates. 

(b) For all irrigated crops irrigated from private sources 
such as private wells, tube-wells, lifts, etc., a de¬ 
duction-should-be made at the rate of 20 per cent 
of the rateable value of the crops thus irrigated. 
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As mentioned above, the rateable value of an agricultural 
holding will be the sum of the rateable values of the crops 
grown on it during the year of assessment minus the deduc¬ 
tions on account of expenses of irrigation according to the 
scale prescribed in (a) and (b) above. 

3.25 One objection to the procedure outlined above for 
computing the rateable value of an agricultural holding, with 
or without classifying the crops in certain crop-groups, could 
be that we are thereby applying to all agricultural holdings in 
a district/tract norms of rateable values for different crops or 
crop-groups based on the average output of the several crops in 
the district/tract in the past 10 years and without ascertaining 
the actual output of the different crops on each agricultural 
holding every year. We have already explained why we do not 
suggest that the actual output of crops on each agricultural 
holding should be ascertained every year. In brief, the reason 
is that such a procedure will inevitably lead to undue harassment 
of the assessees o n the one hand and understatement of output 
and consequent tax evasion on the other. Some average basis 
is therefore unavoidable. We feel that applying norms of output 
based on the average output in the district/tract during the 
past 10 years is the fairest and most practicable procedure. An 
average of the output in the previous 10 years effectively takes 
into account the normal year-to-year fluctuations in the output, 
of different crops. For exceptional crop failures in a given 
year we have suggested that, if the current; output of a crop is 
below half its normal (as estimated from the output of the pre- 
ceeding 10 years), the rateable value of the land under the 
crop during the current year should be taken to be zero. Our 
proposal thus takes into account adequately the year-to-year 
fluctuations in the output of crops. Moreover it should be 
noted that, in estimating the current output on the basis of 
the average of previous IQ years, ,we are likely to err only on 
the lower side. First, the technological progress during the 
last 10 years should place the normal performance in the. 
current year above the average of the past 10 years. Second, 
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as a matter of policy, we should expect the standards of culti¬ 
vation in larger agricultural holdings to be above the average, 
if they are not, it would be right and proper to introduce into 
the fiscal measures of this kind the bias necessary to improve 
the standards of cultivation in larger holdings and to bring 
them at least on par with the average. 

Development allowance 

3. 26 It will be noticed that the rateable value of an agri¬ 
cultural holding for a given year of assessment consists of the 
estimated value of gross output of the crops harvested from it 
during the year of assessment minus paid-out costs of cultiva¬ 
tion, including expenses of irrigation, allowed at certain pres¬ 
cribed scales. These do not include development costs such as 
of digging of wells, soil conservation, and purchase of draught 
animals, implements and machinery. Such outlays are ordina¬ 
rily met from the operating surplus of business and not treated 
as part of current costs. This should generally be true of the 
larger agricultural holdings. However, for the smaller holdings, 
where the operating surplus of the farm business is not ade¬ 
quate for this purpose, there is a legitimate case for making 
some allowance for development outlays. With this in view, 
we suggest that a development allowance should be allowed to 
all agricultural holdings at the rate of 20 per cent of the rate 
able value subject to a maximum of Rs. 1000. 

Rate Structure 

3.27. The rateble value of a holding minus the develop¬ 
ment allowance at the rate indicated above will now be liable to 
levy of the proposed Agricultural Holdings Tax. In the interest 
of its uniform application all over the country and 
ease of application at the village level, it will be desirable to 
have the, rate structure of the AHT as simple as possible. We 
suggest the following formula: If the amount of rateable value 
of a holding minus the development allowance is ‘X’ thousand 
rupees, the Agricultural Holdings Tax should constitute ‘X/2’ 
per cent of this amount. For instance, if the rateable value of 
a holding is Rs. 2500, the development allowance to be deducted 
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will t>e 20 per cent of Rs. 2500, i.e. Rs. 500. Thus the amount 
of rateable value minus the development allowance will be 
Rs. 2000. The AHT should constitute 2.0/2 or 1.0 pe.r cent 
of this amount—and hence would amount to Rs. 20. If the 
rateable value of the holding is Rs. 10000, the development 
allowance to be deducted is Rs. 1000. Hence, the amount of rate¬ 
able value minus the development allowance will be, Rs. 9000. The 
AHT should constitute 9.0/2 or 4.5 per cent of this amount, 
and hence would amount to Rs. 405. An abridged schedule of 
rates is given below; a fuller schedule may be constructed on 
the same basis as indicated above. 


Rateable 

Value 

(Ri.) 

Rateable value 
minus develop¬ 
ment allowance 

(Rs.) 

AHT as percent of 
rateable value 
minus development 
allowance 

Total liability on 
account of AHT 
(Rs.) 

(I) 

(2) 

(3) 

( 4 ) 

,ess than 600 

- 

itTtt 

.00 

600 

480 

0.24 

I.IS 

700 

560 

0.28 

1-57 

800 

6 a 0 

0.32 

2.05 

900 

720 

0.36 

2.59 

1000 

- 

0.40 

3 .20 

1500 

1200 

0.60 

7 .20 

2000 

1600 

0.80 

12.80 

2500 

2000 

1.00 

20 .co 

3000 

2400 

1.20 

28.80 

3500 

2800 

1.40 

39.2C 

4000 

3200 

1.60 

51.20 

4500 

3600 

1.80 

64.80 

5000 

4000 

2.00 

80.00 
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3 2 3 4 


6ooo 

5000 

2.50 

125.00 

7000 

6000 

3.00 

180.00 

8000 

7000 

3.50 

245.OO 

9000 

8000 

4.00 

320.00 

10000 

9000 

4.50 

405.00 

11000 

10000 

5.00 

500.00 

12000 

11000 

5.50 

605.00 

13000 

12000 

6.00 

720.00 

14000 

13000 

6.50 

845.00 

15000 

14000 

7.00 

980.00 

16000 

15000 

7.50 

1125.00 

17000 

16000 

8.00 

1280.00 

18000 

17000 

8.50 

1445.00- 

19000 

18000 

9.00 

1620.00 

20000 

19000 

9.50 

1805.00 

21006 

20000 

10.00 

2000.00- 

22000 

21000 

10.50 

2205.00 

23000 

22000 

11.00 

2420 .do- 

24000 

23000 

11.50 

2645 -00 

25000 

24000 

12.00 

2880.00 
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3.28. We have earlier mentioned that the incidence of the 
present land revenue is roughly of the order of one per cent 
of the net domestic product from agriculture. From the schedule 
of rates for the Agricultural Holdings Tax given above, .it will 
be noticed that the incidence of the tax will,be the same (namely* 
one per cent of the value of net output) on agricultural holdings 
of rateable value, of Rs. 2500. For larger holdings, the inci¬ 
dence will be progressively higher. 

3.29 The formula also gives substantial relief to holdings 
of rateable value below Rs. 2500. For instance, for agricultural 
holdings of rateable value of Rs. 600, the AHT is less than one- 
quartet of one per cent of the rateable value. There have been 
suggestions that the small holdings might be altogether exempt¬ 
ed from land revenue. In fact, some State Governments have 
abolished or exempted land revenue on all agricultural holdings, 
large and small, while some other States have exempted hold¬ 
ings below a certain size from land revenue., The levying and 
recovery of land revenue, or some other tax on land from all 
agricultural holdings, will however be useful from several points 
of view. It will make it necessary to maintain up-to-date records 
of rights in land. Such records, on the basis of which each 
landholder can be furnished officially the details of his holdings, 
would help not only tax administration but credit institutions 
associated with agricultural activity. In fact, payment , of land 
revenue, or some tax on holdings, is itself widely regarded by 
landholders as necessary evidence of their rights in their hold¬ 
ings. For these reasons we propose a progressively reduced 
incidence of AHT on small holdings but do not recommend its 
non-application at any level. For holdings of rateable value 
of less than Rs. 600, the AHT may however be fixed at the 
flat rate of Re. 1.00 per holding. 

Unit of assessment 

3.30 Throughout this chapter, we have referred to agricul¬ 
tural holdings without specifying what is the relevant definition 
for the purposes of the tax. There are two points to consider 
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in this respect. One is whether the agricultural holding should 
be of an individual or of a family. For reasons indicated in 
Chapter 1—and further discussed in Chapter 6—it is our view 
that the family should be treated as the unit of assessment. 
The same principle has to be the basis for taxation of non-agri- 
cultural income and wealth. Any modification of our proposals 
in respect of either the unit of assessment or the rates of tax 
leviable will have serious effects both on the principles of equity 
underlying the whole, scheme and on the additional resources 
that can be raised through direct taxation of agriculture. 

3.31 The other point to consider is whether the agricultural 
holding of a family should be identified on the basis of the area 
of agricultural land owned or the area cultivated (or cultivable) 
—that is, whether the unit of AHT assessment should be an 
ownership holding or a n operational holding. The basis of land 
revenue is owned-land and it might therefore appear convenient 
to adopt the same basis for the AHT. But the assessment of 
the AHT requires information on the craps grown and har¬ 
vested on the agricultural holding. Moreover, the responsibli- 
ty and decision to grow one crop or another, and how inten¬ 
sively to cultivate the land, ar e that of the farm operator— 
whether or not he is the owner.. For the same reason, informa¬ 
tion on the crops grown and harvested could be legitimately and 
more conveniently obtained from the farm operator, whether 
or not he is the owner. For these reasons, we suggest that 
the unit of AHT assessment should be the operational holding 
rather than the ownership holding. 

3.32 An operational holding may be defined as (i) land 
owned by the farm operator, (ii) minus any part of it leased 
out by him (or mortgaged out with possession) to another ope¬ 
rator, and (iii) plus any land he, may have leased in (or mort¬ 
gaged in with possession) from another owner provided the area 
of land leased out which is allowed for in (ii), and the area 
of land leased in which is allowed for in (iii), are properly regis¬ 
tered according to *be provisions of the tenancy legislation in 
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each State. Besides administrative convenience, the adoption 
of this basis for the AHT will discourage illegal or concealed 
leases of land because if a landowner leases out land without 
getting it duly registered, he will be liable to the payment of 
AHT on the same. Such obligation to register all leases will 
also help protect the rights of the tenants. ' 

Principal features of the AHT 

3.33. Let us summarize the principal feature of the Agricul¬ 
tural Holdings Tax which we suggest should replace the present 
land revenue. These are as follows: 

(a) The assessment of AHT will be done on the basis of 
certain objective criteria and procedures that will be 
uniform throughout India and ensure equity in its 
incidence. We wish to emphasise that this is an 
essential condition to be satisfied if agriculturists in 
all parts of the country are to be asked to make their 
due contribution to the resources for development. 

(b) AHT takes into account the differences in producti¬ 
vity of land all over the country. 

(c) An element of progression is built into the AHT, 

with higher rates of tax leviable on holdings with 
larger rateable value than on those with lower, rate¬ 
able value. 

(d) AHT is assessed on operational holdings and, in the 
process, protects the tenancy rights in land. 

Two parts of the proposal 

3.34 There would be considerable advantage in replacing 
the entire land revenue system by the Agricultural Holdings Tax 
over a period of time. This will however involve considerable 
work, as it requires the determination of the rateable value of 
each holding every year. It is certainly obvious that this can¬ 
not be done all at once; and that, in many areas, it will require 
much strengthening of the revenue administration. In v : ew of 
this, we are inclined to divide the implementation of our pro¬ 
posal into two parts: the first part should be implemented by 
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all the State Governments immediately on a uniform basis, 
while the implementation of the second may be left to the judge¬ 
ment and convenience of each State Government. The two 
parts of the proposal are as follows: 

(1) The present land revenue is to be replaced by the 

proposed Agricultural Holdings Tax on aU opera¬ 
tional holdings with rateable value of Rs. 5000 or 
more. All State Governments should do this within 
one year of the acceptance of the scheme. 

(2) It w,ill be useful to extend the system to opera¬ 
tional holdings with rateable value below Rs. 5000. 
We suggest that this may be left to the convenience 
and discretion of each State Government; and such 
extension may itself be done in two or three stages. 

It may also be found possible to simplify some of 
the procedures with a view to reducing the annual 
burden of work on the administration. 

In the following paragraphs we shall outline the operational 
details of implementing our proposals in these two parts. 

First part 

3.35 Let us consider the first part of our proposal—namely, 
introduction of the Agricultural Holdings Tax on all operational 
holdings with rateable value of Rs. 5000 or more. The first 
task of course is to identify such operational holdings. It seems 
that one will have to proceed as follows: 

(a) In each district/tract, on the basis of the rateable 
values established in the manner indicated, a rough 
estimate of the size of an operational holding has 
to be made in order to have a rateable value of 
Rs. 5000 or above. In order not to miss border¬ 
line cases, we suggest that the size of an operational 
holding has to be in order to have a rateable value 
of Rs. 4000 or above should be ascertained and made 
the basis of further work. 
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(b) Suppose, in a district/tract, this size turns out to be 
4 hectares. The next step will be to list all opera¬ 
tional holdings of this or of larger size in that dis¬ 
trict/tract. Since the land revenue and, hence, the 
revenue records are based on ownership and not ope¬ 
rational holdings the necessary data on the size of 
operational holdings even within a village may not be 
readily available. Hence the initial listing may have 
to be done mainly through local enquiry. In each 
village there will be only a few holdings of this size 
and so this should not present much difficulty. 

(c) The next step will be to put together family holdings 
consisting of land owned or leased-in in the name of 
any member of a family consisting of husband, wife 
and their minor children in the village as also in any 
other village in the State. For this purpose a decla¬ 
ration will have to be taken from the head of each 
potentially assessable family giving particulars of (i) 
the members of the family; and (ii) lands owned or 
leased-in in the name of any of the members in the 
given village, as also in any other villages in the 
State. A false declaration regarding the family mem¬ 
bers will have to be made punishable under the law. 
Any omissions regarding lands owned or leased-in 
in the name of any of the members should have the 
effect of surrendering ownership and tenancy rights 
in the omitted lands. 

(d) On the basis of such declarations made by the 
families, and local enquiries made by the revenue 
authorities, lists of operational holdings of poten¬ 
tially assessable families can be prepared; the ope¬ 
rational holdings so listed should by now cover 
owned and leased-in lands operated by the family 
anywhere within the State. It may be noted that, 
the basis of AHT is the operational holding and 
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not the ownership holding; the lands operated by <* 
family will usually be located either within a single 
village or in two or more adjoining villages. Prac¬ 
tically, in all cases, an operational holding will be 
located entirely within a district/tract. However, 
even if an operational holding lies partly in one and 
partly in another district/tract, it does not necessari¬ 
ly create any difficulty in ascertaining its rateable 
value and fixing the AHT assessment in a given 
year. There may of course be a few holdings ly¬ 
ing in more than one State. We suggest that parts 
of holdings lying in different States should be 
treated as separate holdings and assessed as such. 


3.36 After thus identifying the potentially assessable agri¬ 
cultural holdings in a State i.e. holdings with a likely rateable 
value of Rs. 5,000 or above, the next steps will be to (a) as¬ 
certain their rateable value every year, (b) assess them for the 
Agricultural Holdings Tax, and (c) make recoveries of the 
same. As we have explained earlier, the rateable value of an 
agricultural holding in a given year will be determined on the 
basis of (i) the norms of rateable value of a hectare of iftnd 
under different crops, (ii) actual crops grown on the holding 
during the year, and (iii) the deductions to be made for expen¬ 
ses of irrigation. At present, in most States, a system of crop 
inspection and recording of crop acreages by the patwaries/ 
talathis exists^—though in practice the system does not function 
as well as it is expected to. However, in certain States such as. 
West Bengal, Orissa and Kerala, no such system prevails. 
Nowhere is there any provision to record crop acreages in each 
ownership or operational holding. Hence, each State Govern¬ 
ment could make use of the system of crop inspection and 
recording of crops it has, but it would have to devise a system 
for recording the crops grown on each assessable bolding. 
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3.37 It is obvious that the recording of crop acreages on 
assessable holdings must be done expeditiously so that the 
rateable value of the holding is ascertained well before the 
year of assessment is out. It will also be necessary to give 
each such landholder a reasonable opportunity to represent his 
case if, in his opinion, the crop acreages shown on his land- 
holding are not correct. A regular procedure will have to be 
laid down for the purpose. 

3.38 It seems to us that the most convenient method will 
be to issue a separate Agricultural Holding Book to each as¬ 
sessable landholder in which are entered; (i) details relating 
to the members of the family of the land holder; (ii) details 
of the operational holding (namely of the lands owned, of those 
leased out if any, and of the lands leased in if any); (iii) 
changes, if arty, in the area covered by the operational holding 
from time to time; (iv) crops sown on the holding in different 
seasons, each year. The Agriculural Holding Book of a land¬ 
holder should be permanently with the landholder so that he 
has full knowledge of all the, entries made therein. In case 
he has objections to any of the entries made in the book, he 
must be given a reasonable opportunity to represent his case 
before an appropriate authority at the district or taluka/tehsil 
level. The period allowed for raising objections and hearing 
the s^rne should be such as would enable the competent autho¬ 
rity to verify the facts and take necessary decisions. This is 
a matter of detail and must be left to the, administrative con¬ 
venience of each State Government. 

3.39 We suggest that, for the purposes of the Agricultural 
Holdings Tax, the year of assessment should be uniform 1 v form 
1st July to 30th June. Every year, on the basis of the record¬ 
ed crop acreages of the assessment year, the rateable value of 
each holding should be worked out, the AHT assessed at the 
prescribed rates, and a notice of demand presented to each 
assessee sometime before the 30th June. The recovery 
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should be made in the following year in suitable instalments to 
be determined by this State Governments. For example, for 
the assessment year 1971-72 (1st July 1971 to 30th June, 
1972) the schedule of rateable values will have been worked out 
on the basis indicated in Para 3.23 and included in the relevant 
legislation for 1971-72 which should be passed by the legisla¬ 
ture by March 1972. The rateable value of each assessable 
holding would then be worked out on the basis of this schedule 
and the actual crop acreages recorded during the period 1st 
July 1971 to 30th June 1972 and a notice of demand presented 
to the assessee before 30th June, 1972. The recovery of the 
demand would then be made in instalments before 30th June, 
1973. 

3.40 The rateable value of the holding, the AHT assess¬ 
ment, and the recovery of instalments should all be recorded 
in the Agricultural Holding Book of each landholder. It should 
also be made the practice to record in this Book all loan tran¬ 
sactions related to the landholding since it would help the agri¬ 
culturists in securing the credit they need. We understand that 
some State, Governments have already introduced a system of 
such books relating to ownership holdings. 

3.41 This completes the first part of our proposal, 
namely the introduction of the Agricultural Holdings Tax and 
its application to all agricultural holdings with rateable value 
of Rs. 5000 and above. Levying of the AHT on such holdings 
will replace the, present land revenue on all lands included in 
these holdings. As suggested earlier, all State Governments 
should implement this part of our proposal fully and uniformly 
within one year of the acceptance of the scheme. 

Second part: Extension to small holdings 

3.42 The other part of our proposal, namely the extension 
of the AHT to operational holdings with rateable value of 
below Rs. 5000, may be left to the convenience and discretion 
of each State Government. The Stare Governments desiring 
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to extend the AHT in this manner may find it convenient to ex¬ 
tend it in the following stages and with the following minor 
modifications: 

Phase I: The AHT is extended to all operational hold¬ 
ings with rateable value, of Rs. 2500 and above in 
precisely the same manner as described above. 

Phase IP, On the remaining operational holdings, a cen¬ 
sus of land utilisation and the recording of crop 
acreages is done only once in five years. On the 
basis of such crop acreages, their rateable value 
is ascertained and the AHT assessed and kept fixed 
for the next five years. All agricultural holdings 
with a rateable value of less than Rs. 600 may be 
required to pay the AHT at the flat rate of Re. 1.00 
per holding. I n many areas, such holdings are 
likely to constitute nearly half of all the holdings; 
levying of the AHT on them at the flat rate of 
Re. 1.00 per holding, in place of the present land 
revenue, will itself be a great simplification. 

The purpose of the quinquennial census of land utilisa¬ 
tion will be only to ascertain which holdings in fact 
have rateable value less than Rs. 600. 

3.43 We feel that the entire replacement of the present 
land revenue by the system of Agricultural Holdings Tax as 
suggested by us will help to introduce objectivity, uniformity 
and progression in the field of direct taxation of agriculture. 
Nevertheless, as already noted, the implementation of the 
second part of the proposal, namely the extension of the 
Agricultural Holdings Tax to holdings of rateable value of 
less than Rs. 5000 needs to be left to the judgement and 
convenience of the respective State Governments. In some 
States, despite its limitations, the present system of land 
revenue in relation .to its incidence on smaller holdings may 
not be considered unsatisfactory, and its immediate replace¬ 
ment by the proposed Agricultural Holding Tax all along 
the line may not therefore be thought worthwhile. But, as 
far as the first part of our proposal is concerned, namely, the 
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introduction of the Agricultural Holdings Tax on holdings 
with rateable value of Rs. 5000 and above, its total accept¬ 
ance and uniform implementation all over the country is cru¬ 
cial. For it is among this stratum of agricultural holdings that 
the need to introduce progression in taxation is now most 
important and urgent. 

AHT on non-family holdings. 

3.44 We have so far considered the operational holdings 
organized on a family basis. There remain now to consider 
the non-family operational holdings in agriculture. These 
can be grouped under four broad categories : (i) trusts; 
(ii) agricultural co-operatives; (iii) companies with agri¬ 
cultural holdings (other than plantations); (iv) plantation 
companies. In the following paragraphs we shall explain 
how they might be treated for the purpose of the Agricultu¬ 
ral Holdings Tax. 

Trusts 

3.45 Let us first consider trusts that have agricultural 
lands. It should be remembered that the basis of the AHT 
is the operational and not the ownership holding. Hence, 
if a trust owns agricultural land but does not cultivate the 
land on its own, the lands owned by the trusts will come with¬ 
in the purview of the AHT; these lands will be assessed for 
the AHT as part of the agricultural holdings of those who 
have leased in land from the trust. Where, however, a 
trust undertakes to cultivate land o n its own, its holdings 
should be notionally apportioned among the beneficiaries of 
the trust in the proportion in which the income of the trust is 
enjoyed (or is enjoyable) by them and, for the purposes of 
the AHT, aggregated with the holdings of the families to 
which they (i.e. the beneficiaries) belong. Where the share 
of the beneficiaries is unknown or indeterminate, the agricul¬ 
tural holdings of trusts should be assessed to the AHT at a 
minimum rate of 20 per cent of the rateable value. We do 
not recommend any special/concessional treatment for the 
charitable nr religious trusts for reasons that are well known 
and which have been gone into in detail by the Direct Taxes 
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Enquiry Committee, in its Final Report 3 . Charitable trusts, no 
doubt, enjoy exemption from income-tax at present. But even 
the present exemption is hedged with many qualifications and 
provisos designed to guard against misuse of the concession. 
Considering all the factors, we do not think it practicable to 
provide for and administer such safeguards within the scheme 
of the proposed Agricultural Holdings Tax. 

Agricultural co-operatives 

3.46 The possibility of bogus agricultural co-operatives 
being formed to evade the AHT would also become a real 
one if the co-operatives are exempted from its coverage. 
Hence we do not recommend their exemption. It is how¬ 
ever necessary to ensure that the AHT does not discourage 
promotion of genuine agricultural co-operatives. With this 
end in view, we suggest the following: 

(a) In so far as a part or the whole of the operational 
agricultural holding of a co-operative consists of lands 
identifiable as legally belonging to individual mem¬ 
bers, such land should be treated as part of the agri¬ 
cultural holdings of the families to which these 
members belong. 

(b) In so far as part or whole of the operational agricul¬ 
tural holding of a co-operative consists of lands that 
are not so identifiable—because the ownership and 
associated rights of the members have been wholly 
surrendered to the co-operative—such lands might 
be deemed to be operated by the members in equal 
parts and each such part treated as a component of 
the agricultural holding of the respective members. 

Companies 

3.47 In view of the policy of encouraging co-operative 
rather than joint stock enterprise in agriculture, the operational 
holdings of agriculural companies other than plantations might 
be assessed to the AHT on the same basis as in the case of 

3. Direct Taxes Enquiry Committee, Einal Report, Government ef 
India (1971)5 PP- 79-84- 
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agricultural holdings operated by families. Nevertheless, there 
will remain the danger of the larger family holdings being split 
into small holdings in the name of agricultural companies 
formed by the original holders in order to avoid the AHT. To 
prevent this, we suggest that agricultural companies might be 
assessed for AHT on the same basis as is adopted for family 
agricultural holdings but subject to a minimum of 20 per cent 
of the rateable value of their operational holdings. 

3.48 Finally, there are the plantation companies. As 
noted in Chapter 1, receipts from agricultural income-tax levied 
on plantations form the major part of the collections from the 
present agricultural income-taxation in the States. In some 
States there is also a perceptible degree of progression built 
into this tax on companies. We suggest therefore that the 
presen; system of agricultural income-taxation on plantation 
companies may be left undisturbed and that the holdings of 
these companies exempted from the AHT. But such exemption 
should be given only to the extent that the plantation compa¬ 
nies grow plantation crops; to the extent that the area operated 
by them is used for growing non-plantation crops, they will' 
have to be subjected to the AHT like any agricultural com- 
pany. 

Administrative and Legislative steps 

3.49 For the sake of conceptual clarity we have so far 
described the various steps involved in our proposals for an 
Agricultural Holdings Tax in the sequence of the logic inherent 
in our proposals. However, once these proposals are accept¬ 
ed by the State Governments, the operational sequence of the 
different steps involved will be different and will be as 
follows:— 

1. Delineation of soil-climatically homogeneous tracts; 

2. Classification of crops into crop-groups for each dis¬ 
trict/tract; 

3. Steps required for arriving at gross value of output 
of different crops/crop-grouos; 
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4. Schedule .of deductions for costs (other than irrigation 

costs) for different crops/crop-groups; 

5. Based on (3) and (4), publication of schedule of rate¬ 

able values of lands under different crops/crop- 
groups; 

6. Prescribing a schedule of rates for the AHT. Upto 

this stage we are not concerned, about individual 
agricultural holdings but only about the average posi¬ 
tion in regard to each crop/crop-group in each 
district/tract, since, for reasons already explained, 
we do not consider it either feasible, desirable or 
necessary to arrive at the actual output on individual 
holdings. The question of giving any individual 
farmer the opportunity to show that his farm condi¬ 
tions are different will not, therefore, arise in regard 
to these steps in the process. The schedule of rate¬ 
able values worked out in the manner described above 
should, therefore, be included in the legislation for 
this purpose every year. 

3.50. After the steps outlined above have been taken, the 
next two steps required before assessing any agricultural holding 
for AHT are however such that the actual circumstances of 
the individual holdings will have to be taken into account. 
These relate to— 

(i) cropping pattern on the holding; 

(ii) deductions for irrigation costs. 

For the former, the actual cropping pattern of each holding 
will have to be taken in f o account and, therefore, in the proce¬ 
dure suggested by us we have also provided for a reasonable 
opportunity being given to the individual holder to raise ob¬ 
jections, if any, regarding the cropping pattern recorded and 
to represent his case. Similarly when the actual tax demand 
is served the usual opportunity to challenge the correctness of 
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the computation of the tax liability will also be given. The 
rationale of our proposals does not envisage such an .opportunity 
being given in respect of anjy of the earlier stages of the pro¬ 
cess, since, if that were done, all the disadvantages of indivi¬ 
dual assessment of agricultural incomes would arise. 

Legal issues 

3.51 We have discussed so far the economic and adminis¬ 
trative issues raised by the Agricultural Holdings Tax. Before 
we conclude this chapter we shall briefly refer to the legal as¬ 
pects of the tax. While legal impediments should not be 
allowed to block desirable reforms, we have—while formulating 
this proposal—kept in mind the basic requirement that a tax 
statute like any other statute has to respect the fundamental 
rights guaranteed in our Constitution, particularly the equality 
clause which assures equality of every person before law. 

3.52 A scrutiny of some of the leading cases bearing on 
the question shows that, while the, courts have insisted that the 
guarantee of equal protection must apoly to tax statutes too, 
they have qualified the requirement in two important respects. 
First, it is recognised that “absolute equality is not always attain¬ 
able or expected especially in matters of taxation” 4 . Secondly 
it has been conceded that the requirement of equality does not 
preclude the legislature from resorting to reasonable classifica¬ 
tion for the purpose of legislation. Further, in applying the prin¬ 
ciple of equality to tax statutes, “the courts, in view of the in¬ 
herent complexity of fiscal adjustment of diverse elements, per¬ 
mit a larger discretion to the legislature in the matter of classi¬ 
fication, so long as it adheres to the fundamental principles 
underlying the said doctrine.” 5 The following .observations 
of the Supreme Court in a case where the validity of the Tra- 
vancore-Cochin Land Tax Act 1955 was challenged bring out 
clearly the implications of the restriction imposed by Article 
14 of the Constitution: 


4. Kerala High Court (Tull Bench) in Mammad Keyi V. (WTO 1966) 60 
Income Tax Reports 737. 

5. Gopal Narain v. State of Uttar Pradesh, AIR 1964 SC 37 °- 
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“‘If the taxation, generally speaking, imposes a similar 
burden on every one with reference to that particu¬ 
lar kind and extent of property, on the same basis of 
taxation, the law shall not be open to attack on the 
ground of inequality, even though the result of the 
taxation may be that the total burden on different 
persons may be unequal. Hence, if the Legislature 
has classified persons of properties into different cate¬ 
gories, which are subjected to different rates of taxa¬ 
tion with reference to income or property, such a 
classification would not be open to the attack of in¬ 
equality on the ground that the total burden resulting 
from such a classification is unequal. Similarly, 
different kinds of property may be subjected to differ¬ 
ent rates of taxation, but so long as there is a rational 
■basis for the classification, Art. 14 will not be in the 
way of such a classification resulting in unequal bur¬ 
dens on different classes of properties. But if the 
same class of property similarly situated is subjected 
to an incidence of taxation, which results in inequali¬ 
ty, the law majy be struck down as creating an 
inequality amongst holders of the same kind of pro¬ 
perty. It must, therefore, be held that a taxing 
statute is not wholly immune from attack on the 

ground that it infringes the equality clause in Art. 
14, though the Courts are not concerned with the 
policy underlying a taxing statute or whether a par¬ 
ticular tax could not have been imposed in a differ¬ 
ent way or in a way that the Court might think more 
just and equitable. The Act has, therefore, to be 
examined with reference to the attack based on Art. 
14 of the Constitution.” 8 

The criteria laid down for a classification to be regarded as 

reasonable are: (i) “it should be founded on an intelligible 

Si >"> m Cn:t]in K.T. Moopil Nair v. State of Kerala and another, 

AIR 1961 SC 552. 
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differentia which distinguishes persons or things grouped to¬ 
gether from others left out of the group”, and (ii) “the differ¬ 
entia must have a rational relation to the object sought to be 
achieved by the statute in question”. 7 


3.53 It cannot be saidi that the classification of agricultural, 
holdings according to their rateable value—which would be 
required for the levy of the Agricultural Holdings Tax—lacks 
rationally or that it has no relation to the object underlying 
the tax, viz., introduction of progression effectively into the 
taxation of agricultural land. Nor can the Agricultural Holdings 
Tax be regarded as inequitous on the ground that it lacks classi¬ 
fication of tax-payers of dissimiliar means—a consideration that 
led the Supreme Court to strike down the Travancore. Cochin 
Land Tax Act, 1955 as unconstitutional. In order to reach 
the circumstance of individual tax-payers as closely as possible, 
within the constraints of time and resources, the proposed AHT' 
contemplates delineation of districts/tracts homogenous in res¬ 
pect of soil and climate, distinguishes between irrigated and un¬ 
irrigated crops, takes into account the crops grown, the yield 
per hectare, the relevant costs, and the year-to-year fluctuations- 
in yield and prices in each of the disiricts/tracts. If the classifica¬ 
tion does not go beyond a certain stage, it is to simplify ad¬ 
ministration of the tax and avoid harassment of the assessees. 
Besides, the value of the average net output of a crop (or 
crops) in a tract—which is the basis of determination of the 
rateable value, of a hectare of land under the crop (or crops) 
and is thus a norm applied for the levy of the tax—could serve 
to induce farmers operating below the average to improve their 
technique. 


3.54 We would like to observe in this connection that the 
presumption running through some of the judicial decisions, viz.,. 


7. R. K. Dalmia v. Justice TendoU-ar, AIR 1958 SC 538. 
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that the tana revenue system is prima facie equitable and. 
above question, is no longer valid. The inter se relationship 
bei.ween different holdings has got upset over a period of time 
even in the ryotwari areas where the settlements were made on 
a grading of soils for each individual holding; moreover, for 
reasons stated earlier, the assumptions underlying such assess¬ 
ment have changed substantially. 

3.55 Legislations seeking to reform the land revenue system 
which have been struck down by the courts generally suffered 
from some other shortcomings which the courts found particu¬ 
larly repugnant e.g., vesting of undefined powers in the exe¬ 
cutive in determining the tax, and lack of provision of adequate 
opportunity to the assessees to be heard before or after the 
fixation of their tax liabilitly. In this case, however, estimates 
otf the productivity of land in different tracts—which will form 
the basis for the levy of the Agricultural Holdings Tax—will 
be made by experts objectively according to clearly laid-down 
guidelines; such estimates would not normally be open to chal¬ 
lenge as unreal or arbitrary. The assessees would have no 
reason for grievance about the determination of their tax liabi¬ 
lity if they are given adequate opportunity to represent their 
case regarding the cropping pattern assumed for their holdings 
before the tax demand is made. To meet the ends of justice, 
an opportunity to appeal to an authority higher than the one 
assessing the tax may also be provided. 

3.56 If these safeguards are built into the scheme we do 
not see any reason why it should be found unaccceptable legal¬ 
ly. It is now generally agreed that legal difficulties should not 
be a major consideration in holding back urgent reforms in 
any field; therefore, if necessary, suitable amendments in the 
law including the Constitution would have to be carried out. 
On our part we have tried our best to ensure that the essential 
features of the proposals made by us do not violate the provi¬ 
sions of the Constitution as interpreted hitherto. 
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3.57 The complexity and variety of agricultural organiza¬ 
tion and activity in India are well-known. Nevertheless, a 
system of agricultural taxation, to be uniformly applied and effec¬ 
tively implemented, has to be simple. This is what we have 
strived to achieve—without ignoring the complexity and variety 
that exists. We have also tried to formulate our proposal, with¬ 
in the framework of the present Constitution, and keeping in 
mind the legitimate rights and interests of the States. Th? 
objectivity and unformity we are seeking in the field of agri¬ 
cultural taxation must therefore emerge out of volutnary accep¬ 
tance and compliance by the States. 


All-India Committee on Agricultural Holdings Tax 

3.58 We expect that this will be forthcoming. Neverthe¬ 
less, it is important that al] State Governments—as also the 
assessable agriculturists in all districts/tracts—feel assured that 
Agricultural Holdings Tax is being applied in a uniform and 
objective manner all over the country. With this in view, we 
suggest that there should be a standing All-India Committee 
on the Agricultural Holdings Tax. This should be a compact 
committee with sufficient standing and status to be able to 
express its opinion on the operation of the Agricultural Hold¬ 
ings Tax all over the country. We suggest that the Commit¬ 
tee ma*y consist of three members: (i) a non-official economist; 
(ii) an official with experience of revenue, administration at the 
State level; and (iii) a technical officer who is or has been a 
Director of Agriculture. It will be the, function and responsibility 
of this Committee to undertake every year a post facto review of 
the operation of the Agricultural Holdings Tax in all the States. 
This should include an examination of the data base and the 
manner in which the, rateable values of lands under different 
crops/crop-groups in different district/tracts are determined, the 
rates at which expenses of irrigation are allowed, the manner in 
which crop failures in particular districts [tracts or parts thereof 
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are, being treated, the methods by which operational holdings of 
families are being allowed, the particular rate structure of the 
AHT being applied, and finally the effectiveness of the imple¬ 
mentation of the AHT in different States as judged by the actual 
yield ,of AHT in comparison with its expected yield. Wherever 
the Committee feels that a State Government has departed 
significantly from the desired unformity and objectivity in the 
application of the AHT, the Committee should consult the 
concerned State Government and seek clarification. The Com¬ 
mittee should incorporate all relevant data, including clarifica¬ 
tions and explanations offered by the State Governments, in its 
Annual Review of the Agricultural Holdings Tax. It seems that 
it will be appropriate if the Committee is appointed by the 
Planning Commission. In that case, the Committee should sub¬ 
mit its Annual Review to the Planning Commission and the 
Planning Commission, in turn, should submit the Annual Review 
to the National Development Council for its consideration. 


Estimate of additional revenue 

3.59 It may be asked as to what will be the additional yield 
of the Agricultural Holdings Tax over and above the land revenue 
Thich it will replace. For this purpose, we examined data from 
he recent farm management surveys done in a few districts. 
The farm management surveys give the distribution of the opera¬ 
tional holdings by size. However, because of the reportedly 
large scale sub-divisions that have taken place recently and 
the possible effect of the new ceilings now being proposed and 
legislated, the size distribution as appearing in the farm mana¬ 
gement surveys may no more be applicable. We had no alter¬ 
native but to make some notional adjustments in the size 
distributions on this account. But, we could take into account 
the actual crops grown on different farms, work out the rateable 
values of the holdings, and assess the Agricultural Holdings 
Tax. Its yield, expressed as a multiple of the land revenue it 
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will replace, varies greatly from district to district. This was 
to be expected because, as mentioned earlier, the incidence of 
land revenue in relation to productivity of land is far from 
uniform over different parts of the country. Hence, in district 
where the incidence of land revenue in relation to productivity 
of land is very low—particularly in districts with large propor¬ 
tion under irrigation—the estimated yield of the Agricultural 
Holdings Tax turns out to be large and is a multiple of the 
lan,d revenue hitherto collected. Further, because of the ele¬ 
ment of progression in the AHT, which is absent in the land 
revenue, the, estimated yield of the AHT as a multiple of land 
revenue appears large in those districts where inequalities in 
the distribution of operational holdings are large. 

3.60 In view of these large variations between districts in 
the estimated vield from the AHT expressed as a multiple of 
land revenue and, in view of the fact that farm managemen! 
surveys conducted in recent vears are available for only a fe* 
districts that arc possibly not quite representative of the Whole 
country, we could not make use of them as the basis of an over¬ 
all estimate of the likely yield from the AHT. No other data 
are available on which an estimate of the yield from AHT 
could be based. Under the circumstances, our estimate of the 
yield of AHT can at best be a very rough approximation based 
partly on fragmentary data and partly on our speculative 
judgement. 

3.61. The fragmentary data are those relating to size, dis¬ 
tribution of holdings in different parts of the country; these 
are in most cases very much out-of-date, and notional adjust¬ 
ments have to be made for the sub-division that might have 
occurred in between and the possible effect of the new ceilings. 
There are also certain data on the size-distribution of agricul¬ 
tural incomes. _ But thev are not directly useful for the esti¬ 
mation of the yield from the AHT—which requires the size- 
distribution of the operational holdings by their rateable values 
For this purpose, one has to make use of the data from tht 
farm management surveys. On the basis of such fragmentary 
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data and essentially speculative adjustments, it seems to us 
that, if the Agricultural Holdings Tax is applied to all holdings 
with a rateable value of Rs. 5000 and above, a reasonable 
estimate of the yield from the AHT would be Rs. 200 crores 
per annum. This would of course replace the present land 
revenue and surcharges thereon. If a deduction is made on 
that account, it would appear that the AHT even if applied 
only to holdings with rateable value of Rs. 5000 and above, 
would bring i n additional revenue of Rs. 150 crores per annum. 
It will be considerably larger, possibly Rs. 200 crores, if the 
AHT is extended to all holdings with rateable value of Rs. 
-2500 and above. 


3.62 It may be asked whether this additional yield is large 
enough to justify all the effort. It seems to us that Rs. 200 
crores of additional revenue is not quite negligible and that 
therefore the effort is worthwhile. In any event, we should 
emphasize that what we have proposed is a system which intro¬ 
duces progression in direct taxation of agriculture and which 
would also help raise more resources in an equitable manner as 
the economy develops further. The entire scheme rests of course 
on the acceptance of our suggestion that the family, and not the 
individual, should be made f he unit of assessment for non-ami- 
cultural income taxation. If Rs. 200 crores of additional revenue 
from this source is not large enough, and more needs to be 
raised from the agricultural sector, more will have to be raised 
by way of income-tax from the non-agricultural sector as well 
on comparable criteria. In fact, there is now no possibility 
of raising much more resources from the agricultural sector 
unless the same principles and criteria are accepted in the 
taxation of the non-agricultural sector. The introduction of 
the Agricultural Holdings Tax will bring the agricultural sector 
under a uniform scheme of equitable and progressive direct 
taxation the yield from which will automatically respond to 
•rising incomes in the agricultural sector. It will also be. amen¬ 
able to revision in step with the level of the general income-tax 
on non-agricultural incomes. 



CHAPTER 4 


PARTIALLY INTEGRATED TAXATION OF NON-AGRI- 
CULTURAL INCOME WITH INCOME DERIVED FROM' 
AGRCULTURE 

Difficulties of complete integration 

4.1 Exclusion of agricultural income from the tax-base of 
income-tax has come in for criticism from time to time as a source 
of grave inequity in the tax system. As early as 1924-25 the Tax¬ 
ation Enquiry Committee felt that “on grounds of enquity there 
is no reason why the surplus of the larger land holder should be 
exempt.” 1 More recently, it has been adversely commented upon* 
for the disparate treatment of these two broad categories of in¬ 
come and for the oportunities it offers “for camouflaging black 
money.” Reference has been made in this context to the acquisi¬ 
tion of “agricultural farms, vineyards and orchards” by persons 
with high non-agricultural incomes merely as a means of evading 
income-tax. To prevent such tax evasion, and also for “equity 
and distributive justice”, the Wanchoo Committee felt that agri¬ 
cultural income should be “subjected to a uniform tax more or 
less on par with the tax on other income, so as to eliminate the 
scope for evasion of direct taxes imposed by the Union Govern¬ 
ment.” 2 The Committee has accordingly suggested that “in the 
interest of uniformity and stability the Central Government should’ 
assume the power to levy and administer a tax on agricultural' 
income.” 3 

4.2 However, for reasons mentioned in Chapter 2, we are of’ 
the view that complete integration of agricultural and non-agri- 

1. Report of the Indian Taxation Enquiry Committee 1924-25, 
Government of India (1926), Vol. I,p. 212. 

2. Direct Taxes Enquiry Committee, Final Report, Goverrment of Irdia 
( 1971 ),PP- 40 - 42 . 

3. Ibid. 
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cultural incomes would not be a satisfactory solution to the pro¬ 
blems of inequity and evasion. The Agricultural Holdings Tax 
outlined in Chapter 3 would secure more effectively the objective 
of realising for the States the revenue considered justly due from 
the better-off sections of the rural population, with much less 
scope for harassment of the assessees than is likely to result from 
extension of the Central income-tax to larm incomes. 

4.3 Apart from the Agricultural Holdings Tax being a sim¬ 
pler and better method of taxation of agriculture, it is not certain 
that integrated taxation of agricultural and non-agricultural in¬ 
comes will by itself succeed in plugging the loopholes available to 
potential tax-evaders. If agricultural income is to be taxed along 
with and in the same fashion as non-agricultural income, losses 
suffered in agriculture would ordinarily have to be set off against 
profits or gains from other sources in the same way as losses in¬ 
curred in any other activity. Verification of receipts and expen¬ 
ses in agriculture is not easy and it would be relatively simple to 
show accounting losses in agriculture. If therefore the gains and 
losses from agriculture are treated on the same footing as in non- 
agricultural activity, it will pay many assessees to be nominally 
associated with agriculture. By claiming ‘losses’ in agriculture 
and setting them off against the taxable earnings from other 
sources, they will be able to turn the aggregation of incomes to 
their advantage. Instead of profits from agriculture being in¬ 
flated in the tax returns—as is done now, when the income from 
agriculture is not taken at all into account by the Central income- 
tax authorities—claims for setting off losses are likely to be put 
forward by assessees, and such losses inflated in the future, for 
achieving similar ends. Hence the assumption that full integra¬ 
tion of agricultural and non-agricultural income will by itself re¬ 
medy evasion, without creating scope for it to re-appear in ano¬ 
ther form, is not altogether correct. 

Partial integration 

4.4 Nonetheless we recognise that there should be some ar¬ 
rangement to ensure that the tax burden on assessees with similar 
incomes does not differ sharply merely because of the fact that 

66 M of Fin.—6. 
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part of it is derived from agriculture. This, in our view, can be 
achieved to a considerable degree even without bring,ug agri¬ 
cultural incomes under the charge of the Central income-tax 
provided such incomes are taken into account for determining the 
rate of tax applicable to the incomes assessable under the Income- 
tax Act, 1961, i.e., non-agricultural incomes. The idea of such 
partial integration was considered at the time of the First World 
War but appears to have been rejected largely “in view of the 
conditions then prevailing.” Referring to this suggestion the Taxa¬ 
tion Enquiry Committee of 1924-25 had also observed, after 
noting the factors responsible earlier for the exclusion of agricul¬ 
tural income from income taxation in India, that “there would be 
ample justification in theory for the proposal if it should prove 
administratively feasible to dress practically worthwhile.” 4 

4.5 The temptation to dress up large chunks of taxable in¬ 
come as agricultural in origin would be curbed to a considerable 
extent if the tax liability in respect of non-agricultural income is 
linked in some way with the aggregate income of an assessee 
comprising the receipts from both agricultural and non-agricul¬ 
tural sources. In other words, evasion through the device of 
camouflaging taxable income as gains from agriculture would 
cease to be paying if the disclosure of agricultural incomes en¬ 
tails a heavier burden of tax on non-agricultural incomes. We, 
therefore, propose that both the agricultural and non-agriculta- 
ral components of a tax-payer’s income be aggregated and the 
tax on the non-agricultural portion be levied as if it were placed 
in the top slabs of the aggregate income. A simple way of se¬ 
curing this objective would be to make a suitable provision in 
the Income-tax Act, 1961. Losses reported in agriculture need 
be. permitted to be set off against only the gains reported from 
it in subsequent years. 

4.6 Under the arrangement we propose, integration of agri¬ 
cultural and non-agricultural incomes for deriving the rate of tax 
on the latter would take effect only if an assessee has income ex- 


4 Op. cir. 
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ceeding the minimum amount laid down as the exemption limit 
for the, levy of the Central income-tax. This initial exemption 
limit (which is now Rs. 5000) is only in respect of non-agricui- 
tural income. In addition the income from agriculture, though it 
is to be included as part of total income, is not itself taxable 
by the Centre,. Both have therefore to be first allowed for 
before non-agricultural income above the exemption limit of 
Rs.5000 is distributed over the different slabs and taxed at 
appropriate rates. 

4.7 To take an example, suppose an assessee derives a total 
income of Rs. 31000 as below: 


Rs. 

(i) from agriculture 8000 

(ii) from sources other than agriculture 
(net of all deductions and allowances 
admissible in the computation of in¬ 
come under the various heads as laid 

down in the Income-tax Act) 23000 


Total 31000 


Under the law as it prevails now, the income-tax (excluding 
surcharge) payable by the assessee at the current rates comes to 
Rs. 3400, while the tax that would have to be paid by another 
assessee with the same total income but derived wholly from non- 
agricultural sources would be Rs. 6500.® Under the system pro- 


5. T l? tax liability on a total itncame of R;. 23000 is computed as follows 


On the first Rs. 5000 . .... Nil 

On the next Rs. 5000 at 10 per cent . . . 500 

On the next Rs. 5000 at 17 ,, ... 850 

On the next Rs. 5000 at 23 ,, . . . . 1150 

On the next Rs. 3000 at 30 ,, . . . . 900 

-3460 
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posed by us, if an assessee receives income of Rs. 8000 from ag¬ 
riculture in addition to an income of Rs. 23000 from non-agti- 
cultural sources the tax on the non-agricultural income of Rs, 
23000 would be computed in the following manner: 


On the first Rs. 5000 of taxable non- 
agricultural income, 

Rs. 

Nil 

On the first Rs. 5000 of agricultural in¬ 
come (which would be taxed at 10 per 
cent had it been non-agricultural income) 

Nil 

On the remaining Rs. 3000 of agricultural 
income (which would be taxed at 17 per 
cent had it been non-agricultural income,) 

Nil 

On the next Rs. 2000 of taxable non-agri¬ 
cultural income at 17 per cent 

340 

On the next Rs. 5000 of taxable non-agri¬ 
cultural income at 23 per cent 

1150 

On the next Rs. 5000 of taxable non-agri¬ 
cultural income at 30 per cent 

1500 

On the next Rs. 5000 of taxable non- 
agricultural income at 40 per cent 

2000 

On the remaining Rs. 1000 of taxable 
non-agricultural income at 50 per cent 

500 


5490 


0 Contd .) 

The tax liability on a total income of ' Rs. 31000 can be similarly com¬ 
puted. 


On the first Rs. 5000 ... . . Nit 

j* 

On the next Rs. 5000 at 10 percent . . 500 

On the next Rs. 50co at 17 ,, , 850 

On the next Rs. 5000 at 23 ,, . . 1150 

On the next Rs. 5000 at 30 . . . 150O' 

On the next Rs. 5000 at 40 ,, . . . 2000 

On the remaining Rs. 1000 at 50” . . . 500- 


6500 
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On partial integration there would thus be an increase of 
Rs. 2090 (Rs. 5490 minus Rs. 3400) in the tax liability of 
the assessee. 

Constitutionality 

4.8 Under the distribution of legislative powers in the Consi- 
tution, Parliament has no authority to legislate for the levy of tax 
•on agricultural income. A scheme of partial integration would 
however not be beyond the legislative competence of Parliament 
ns, under such an arrangement, no part of the agricultural income 
would itself be subject to income-tax in the process. Since the 
•Centre is competent to tax non-agricultural income it is well with¬ 
in the powers of Parliament to decide the manner in which such 
incomes are to be taxed. 

4.9 To clear all doubts on the matter we sought the advice of 
the Law Commission. In an unanimous report on this subject for¬ 
warded to us by the Ministry of Law, the Commission has stated 
that “the inclusion of agricultural income within the scope of total 
income for the limited purpose of computing the rate of tax, is 
only a method of computation of tax, and does not amount to the 
levying of a tax on the income so included.” It adds that “the 
power of the Union to tax non-agricultural income includes the 
power to take into account agricultural income for the purpose of 
determining the rate of tax, if it is found to be necessary for the 
efficient exercise of that power.” 

Alternative ways of partial integration 

4.10 Front the discussions we had with the State Govern¬ 
ments we found that the States recognise the need for aggre¬ 
gating agricultural income with non-agricultural income for 
the purpose of determining the appropriate rate of tax on non- 
agricultural income. So'me of the States however urged that 
the arrangement for partial integration should be operated from 
the other end—that is, through the aggregation of non-agricul¬ 
tural income with agricultural income for the purpose of deter- 
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mining the rate of tax leviable by the States on agricultural 
income. Such a course was in fact recommended earlier by 
the Taxation Enquiry Committee set up by the Kerala Govern¬ 
ment in December, 1967. The scheme recommended by the 
Kerala Taxation Enquiry Committee was as follows: 

"‘Assessments of agricultural income-tax and general 
income-tax may continue to be made as at present, 
under the respective laws. The Agricultural Income 
Tax Officer (or such other authority competent to 
make assessments of agricultural income) may collect 
details of the assessments of non-agricultural incomes 
made by the Central Income-Tax Department in the 
case of persons who have both agricultural and non- 
agricultural incomes. Their agricultural and non- 
agriculural incomes may be aggregated and their tax 
liability on the aggregated income determined under 
both the Agricultural Income-Tax Act and the Gene¬ 
ral Income-Tax Act; and the lower of these may be 
fixed as their tax liability in respect of the combined 
income. The difference between this amount repre¬ 
senting the tax on the combined income and the total 
of the taxes paid separately under the State Agricul¬ 
tural Income Tax Act and the Central Income Tax 
Act may be made payable by the assessee as an addi¬ 
tional tax. This additional tax may be levied and 
collected by the State Government.” 6 

4.11 The Taxation Enquiry Commission of 1953-54 had' 
also suggested levy of a surcharge on agricultural income-tax 
with reference to the non-agricultural incomes of the assessees. 
The lew of a surcharge in this manner was however recom¬ 
mended by the Taxation Enquiry Commission only as an interim 
measure—that is, till it was possible to merge agricultural 
income with non-agricultural income and levy one income-tax 

6. Report of the Taxation Enquiry Committee, Government Ker a i a 
(jc6T Para 5.25. ot 
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which the Commission envisaged as the long-term objective. 
Since, for reasons slated earlier, we are not in favour of a 
complete merger the question of an interim measure of the kind 
tormuiated by the Taxation Enquiry Commission does not arise. 

4.12 The scheme suggested by the Kerala Taxation En¬ 
quiry Committee poses some very difficult administrative prob¬ 
lems. If the States were to administer a system of partial 
integration each State would require information on the non- 
agricultural income of tax payers liable to tax on agricultural 
income. This information can presumably be supplied by the 
Central Income-tax authorities. Assuming that the problems 
involved in communicating such information can be overcome, 
the main difficulty would arise when assessees happen to derive 
their agricultural income from more than one State and each 
State insists on levying tax on agricultural income originating in 
its territory with reference to the tax payer’s total income rrom 
all sources, agricultural and non agricultural. Besides, with 
the varying rates of tax prevalent in different States, there 
would be disparities in the incidence of tax on assessees earn¬ 
ing similar income in different States. We feel that, within the 
over all scheme we are proposing, a partial integration 
of the form suggested here would be a sufficiently neat 
and workable arrangement to meet the main aims in view—■ 
namely to counter evasion and to provide to the States the kind 
of flexibility in revenue from this source they wish to have. 

Computation of agricultural income for partial integration 

4.13 Even if introduced for a limited purpose, the scheme 
of partial integration of agricultural and non-agricultural in¬ 
comes would involve computation of net income from agricul¬ 
ture. In computing net income all items of expenditure allow¬ 
ed under the Income-tax Act in the computation of income from 
business or profession, including depreciation On machinery and 
tools employed in agriculture, should be deductible from gross 
receipts in arriving at the net income from agriculture. To 
avoid harassment to assessees it would however be useful if 
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rules are laid down bv the Central Government—after consul¬ 
tation with the States and the All-India Committee on the Agri¬ 
cultural Holdings Tax—prescribing the maximum scale of 
expenses allowable under the major heads in the computation 
of agricultural income in different regions/tracts districts. 

4.14 The question arises whether the liability on account 
of the proposed Agricultural Holdings Tax could be allowed as 
deduc ible expenditure while computing agricultural income, it 
may be argued that the AHT should be treated as deductible 
expense, on the analogy of the deduction for property tax 
allowed in the computation of the income from house property. 
We are of the view that, considering the progression built into 
the AHT and the purpose the tax is intended to serve, it 
should not be treated as an item of cost, and that the tax pay¬ 
able on (his account should not therefore be allowed as a deduc¬ 
tion in the computation of net income from agriculture. In 
fact the basic objective of a progressive tax would be defeated 
if the tax is allowed to be deducted from another tax of a pro¬ 
gressive type. It is presumably on this consideration that the 
Income Tax (Amendment) Act, 1972 has been enacted recent¬ 
ly to provide that the tax paid under the Wealth-Tax Act, 
1957 shall not be deducted in the computation of the income 
of any assessee chargeable under the head profits or gains of 
business, profession or vocation or income from ‘other sources’ 
under the Income-tax Act, 1961—and this, notwithstanding a 
ruling to the contrary by the Supreme Court. 


Treatment of losses under ‘agriculture’ 

.4.15 As already indicated, another point that needs to be 
taken care of while providing for partial integration of agri¬ 
cultural and non-agricultural incomes relates to the treatment 
of losses under ‘agriculture’. In view of the inherent difficul¬ 
ties in verifying claims of losses in agriculture, and the risk of 
abio of any provision in this regard, it would be desirable to 
limit the scope of any set-off and carry-forward provision in 
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.respect of losses suffered in agriculture. This can be done by 
permitting such losses to be set-off only against gains from 
agriculture. Such restrictions on set-off exist already in res¬ 
pect of losses incurred in “speculation business”, as also of 
losses under the head “capital gains” (other than short-term 
capital gains). A restriction of the kind suggested by us in 
respect of losses reported in agriculture will have the further 
advantage of discouraging non-agriculturists from acquiring 
land merely for gaining advantage in regard to their tax liability 
on non-agricultural incomes. 

Certification by State Revenue Authority 

4.16 Requiring the assessees to declare their income from 
agriculture may be objected to on the ground that,'even if this 
is wanted only for the limited purpose of partial Integration, it 
will compel farmers to maintain accounts of their receipts and 
expenses and would expose them to the risk of harrassment by 
tax officials. However, as indicated earlier, only those with 
non-agricultural income above the exemption limit of Rs. 5000 
per annum will be covered by the proposed scheme, of partial 
integration. The number of farm households likely to be 
affected by the scheme would therefore constitute a small pro¬ 
portion of even the better-off rural households. The scope 
for harrassment could also perhaps be reduced if adminisrative 
arrangements are made—i n cases where the agricultural income 
reported by an assessee is not acceptable to the Income-tax 
authorities—for certification of the size of the aggregate agri¬ 
cultural holding of the assessee, the nature of the crops grown, 
and the rateable value of the holding by an appropriate reve¬ 
nue authority designa f ed by the State Governments for each 
district. Such certificates would provide an authentic, or at 
any ra f e verifiable, basis for computation of agricultural 
income for aggregation with non-agricultural incomes and help 
the income-tax authorities to judge the reliability of the accounts 
produced in support of the figure of agricultural income declared 
by the assessee in their income-tax returns. It could be a valu- 
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able aid in making a “best-judgement” assessment when the: 
accounts are unreliable or no accounts are maintained by the 
assessee. This would no doubt throw some extra load of work 
and responsibility on the revenue authorities of the State Gov¬ 
ernment; when crop-statistics and land-records are maintained 
systematically, such verification would not however require 
anything more than looking up the relevant records. As the 
additional revenue resulting from partial integration could go 
entirely to the States of origin of the agicultural income, it would 
indeed be in the interest of the States concerned to furnish* 
correct information to the Central income-tax authorities. 

4.17 We have earlier offered an estimate of the additional 
revenue which the Agricultural Holdings Tax may bring in and 
indicated the difficulties of such estimation. The difficulties of 
estimating the yield from the scheme of partial integration are 
even more formidable. No data arc available regarding the 
reported incomes from agriculture of those liable to the non- 
agricultural income-tax. Moreover, the reported incomes from 
agriculture are likely to have been grossly exaggerated because 
these were exempt from taxation. Under the scheme of partial 
integration, as we have proposed, the reported incomes from 
agriculture will be much smaller because they will now affect the 
rate of taxation of the non-agricultural incomes of those who 
have earnings from both sources. Under the circumstances, it 
is not possible to give even an approximate estimate of the yield 
from the scheme of partial integration. Whatever this yield, the 
main purpose of the scheme of partial integration is to close the 
loopholes which arise in any scheme of parallel taxation of the 
two sectors. We hope that our proposal will meet this purpose 
adequately. 

Distribution of additional revenue 

4.18 Since additional revenue wou'd be realised from income 
tax as a result of the integration of agricultural with non-agri¬ 
cultural income—even though the proposed integration is partial— 




it is our view that all such additional revenue could go entirely to- 
the State where the land from which the agricultural income 
reported (for aggregation) is located. Where an assesses 
derives income from agricultural land located in more than one 
State, the additional amount realized from income-tax through 
partial integration might be distributed between the States con¬ 
cerned according to the proportion of the agricultural income ori¬ 
ginating within each of them. 



CHAPTER 5 

INTEGRATED TAXATION OF AGRICULTURAL PRO¬ 
PERTY THROUGH WEALTH-TAX AND OF CAPITAL 
GAINS ON AGRICULTURAL ASSETS THROUGH 
INCOME-TAX 

5.1 The Agricutural Holdings Tax, together with the 
proposal for partial integration of agricultural and non-agricul- 
tural incomes put forward in Chapter 4, are designed to improve 
the equity of direct taxation in India. But neither the AHT 
nor the income-tax takes into account the additional economic 
power derived from the possession of wealth. The AHT 
provides also no way of tapping the gains accruing to holders of 
agricultural lands through appreciation in their value. Such 
appreciation can often be, traced to public development pro¬ 
grammes and the like and hence only to a limited extent (if at 
all) the result of effort put in by those to whom the gains accrue. 
Accretion of unearned gains to wealth owners in this manner 
can be a major factor in the aggravation of disparities in the 
.community. This is the case for supplementing the proposed 
Agricultural Holdings Tax with a wealth-tax on agricultural 
property and a tax on capital gains arising out of transactions in 
such property. 

Wealth-tax on agricultural land 

5.2 As indicated in Chapter 2, integrated taxation of agri¬ 
cultural lands along with assets held in other forms presents no 
constitutional problems. In fact, the scope of the expression 
‘assets’ under the Wealth-tax Act of 1957 was extended to 
include agricultural land through an amendment made in the Act 
in 1969. Though challenged on the ground that it was ultra 
vires for Parliament to legislate for the levy of wealth-tax on 
agricultural land, the amendment has been pronounced to be 
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constitutionally valid by the Supreme Court. The Court has 
held that the residuary entry in the Union List, viz., entiy 97 r 
List 1 in the Seventh Schedule to the Constitution is wide, enough 
to empower Parliament to legislate for the taxation of net wealth 
including the capital value of agricultural land. 1 2 

5.3 The levy of the wealth-tax on agricultral land is 
however yet to make an impact. The doubts cast on its consti¬ 
tutional validity resulted in its virtual suspension till the Supreme 
Court gave its judgment in October, 1971. We understand that 
steps have since been taken by the Central Board of Direct 't axes 
to ensure its enforcement in all States. 

Exemptions 

5.4 However, as mentioned in chapter 2, the wealth-tax in 
general has a number of limitations in its present form due to 
the numerous exemptions allowed. Assets held in specified 
forms such as in the shares of Indian companies, units issued by 
the Unit Trust of India, and bank deposits are exempt upto a 
total sum of Rs. 1.5 lakhs. 1 ' Other important exemptions 
permitted are a house upto the value of Rs. 1 lakh, all life- 
insurance policies till they mature, tools and instruments used in 
professions (upto a total value of Rs. 20000), a motor car or 
any other conveyance upto the value of Rs. 25000, and all 
personal effects (other than jewellery) like furniture, utensils, etc.,, 
provided they do not contain any precious metal. Besides, the 
value of agricultural lands upto Rs. 1.5 lakhs and of one farm 
house (or group of such houses) are exempt. 3 It will be seen 
that the exemptions are so many and»so substantial that it would 
not be difficult for an individual possessing assets worth Rs. 4 
lakhs to avoid altogether payment of any tax on wealth. Members 
of a family who might have inherited or otherwise acquired 

1. Union of India v. Dhillon, Civil Appeal No. 2172 of 1970. 

2. _ Certain assets forming part of aniniustrial undertaking belonging to 
an individual, a family, a partnership, or an associa‘ion of persons are also 
exempt from W’al'h-'ax along wi , h financial assets such as those lis'ed above 
subject to a maximum of Rs. 1 • 5 lakhs. 

3 - However, if a farmer owns, in addi'ion to one fa-m-house (or group 
of such houses), a house in an area wi r h a population of over 10,000 its value* 
upto Rs. 1 lakh is deductable from the exemption of Rs. 1 - 5 lakhs allowed in 
respect of agricultural lands. 
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assets on their own can similarly avoid the tax since the basic 
unit of assessment is now the individual. 

5.5 There is little justification for excluding in the assessment 
of wealth-tax the value of all these assets in addition to a basic 
exemption limit which is itself quite generous. Exclusion of items 
of assets like bank deposits and shares upto Rs. 1'5 lakhs is 
plainly regressive in effect; the higher the wealth bracket to which 
the assessees belong the larger is the benefit they derive - from 
these exemptions and deductions since they would otherwise be 
liable to pay the tax at progressively rising rates. 4 It is such fiscal 
benefits that make the effective progression of the tax far less 
steep than would appear from the nominal rate schedule. 

5.6 We refer to these aspects of the wealth-tax because it 
has indirectly very important implications for the effective use of 
the Lax as an instrument for introducing progression into the 
taxation of agriculture and thereby raising additional resources 
from it. One effect of ceilings on land holdings is likely to be a 
shift in the use of agricultural savings; instead of purchasing 
more land, as was the tendency earlier, they are likely to be used 
for acquiring non-agricultural assets. If, therefore, non-agricul¬ 
tural assets of considerable value are also exempted from the 
wealth-tax, the effective coverage of the tax and the degree of 
progression introduced by it wifi be very limited. Moreover, 
after imposing ceilings on land holdings on criteria that are much 
stricter, it would be highly anomalous and inequitable to continue 
giving generous exemption limits in respect of assets owned by 
assessees in the non-agricultural sector. 

5.7 Justification for these tax concessions is often advanced 
on the ground that they help foster saving in the economy. The 
assumptions behind this argument and its policy implications are 
questionable. The rate of return on saving can have an appre¬ 
ciable influence on the choice between present consumption and 

1 . Exemption given in income-tax for items like interest on bank 
deposits, dividend from shares, and income from units issued by the Unit 
Trust upto Rs. 3000 per annum has regressive effects for similar reasons. 
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.consumption in the future among only sections of the community 
for whom such a choice is a real one and the postponement of 
current consumption involves sacrifices of a kind that can be 
compensated for by the prospect of higher consumption in the 
future. In the case of people in the upper brackets of wealth/ 
income the rate of saving is governed largely by other considera¬ 
tions, and the prospect of a higher rate of return on saving 
•enabling higher levels of consumption in the future is by itself 
seldom important enough in their perspective to influence in any 
significant way their current levels of consumption. Offering 
exemptions upto specified limits in respect of assets held in certain 
.forms can therefore help only to the extent that the effective 
rate of return on these is much higher than is nominally available 
•on such assets and this persuades those in the higher brackets to 
shift part of their wealth into them. The essential question to 
consider therefore is whether, even if the holding of wealth in 
■such assets is desirable, it is right to promote shifts towards them 
iby methods which in effect offer to the richer sections of the 
■community rates of return on these assets very much higher than 
those available to those belonging to the lower wealth|income 
backets. 

5.8 Another important consideration that argues against 
offering incentives of this kind— r:e. through exemptions from 
taxes that have otherwise a considerable degree of progression 
built into them—is that their actual impact remains indeterminate. 
By not collecting the tax due on the relevant range of wealth the 
exchequer provides in effect a subsidy on the return from cer¬ 
tain assets, and the total subsidy given indirectly in this 
way (through taxes not realised) does not even get quantified. 
If an incentive in the form of higher rates of return is considered 
necessary to stimulate saving, or to attract savings into particular 
forms of financial assets (such as bank deposits and units issued 
by the Unit Trust), it is better done by enouraging and helping 
the financial institutions concerned to offer higher rates of return 
to all investors. 

5.9 We recommend therefore that there should be no exemp- 
itions from wealth-tax beyond what is considered desirable on 



grounds of equity. Equity, as well as the problems involved in> 
the administration of the tax, would of course require that ade¬ 
quate allowance is made for the assets that would have to be 
held by the relatively small enterprises engaged in agriculture, 
industry, commerce and the professions, which are based mainly 
on family labour and/or partnerships; but such allowance need 
not be in addition to the basic exemption limit allowed to all, 
since a uniform exemption limit would place everyone on the 
same footing and leave the choice of assets to be determined 
independently according to the circumstances and preference of 
each. In fact, all other exemptions should be done away with 
as far as possible,. 5 If this is done the basic exemption limit 
could itself be raised to Rs. 1.5 lakhs. 

5.10 As the value of holdings which can b e legally re¬ 
tained after the ceilings are imposed is not likely to exceed 
Rs. 1.5 lakhs, few families will be required to pay any wealth- 
tax on their agricultural holdings if the general exemption, 
limit is fixed at Rs. 1.5 lakhs. There is however no' reason 
why they should not be called upon to pay tax on their wealth 
if they hold substantial assets in other forms as well, and the 
total is in excess of the stipulated exemption limit. We think 
that a system of this kind, together with the Agricultural 
Holdings Tax as proposed, provides the best framework 
for direct taxation of agricultiure.. Should the AHT fail to 
materialise along the lines envisaged by us there would be a 
case for lowering the basic exemption limit for wealth-tax so 
as to being its fold the better-off agriculturists. 

Family as the basic unit for wealth-tax 

5.11 Since the family is being suggested as the basic tax 
unit for the proposed Agricultural Holdings Tax (as well as 
the exis‘ing income-tax), the wealth-tax should also be levied' 
hereafter family-wise, taking the family to mean a unit con¬ 
sisting of husband, wife and minor children. However, with 
the removal of all exemptions other than that provided by 
the basic exemp ion limit, there is a case for lowering the rates 

5 Similar considerations apply also in the case of exemptions 
permitted for income-tax. 
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of tax leviable in order that assessees coming in the slabs im¬ 
mediately above the exempted limit are not too heavily hinder¬ 
ed on account of their wealth-tax liability. In fact, progres¬ 
sion will be more effectively introduced into the direct tax¬ 
ation of both agricultural and non-agricultural activities by re¬ 
moving all the loop-holes provided by exemption limits, and 
concessional treatment of tax units such as Hindu Undivided 
Families and charitable trusis, than by maintaining nominally 
high rates of tax at the margin as is the case now. 6 

Non-family holdings 

5.12 The Agricultural Holdings Tax is contemplated for 
relatively large holdings. Since the wealth-tax would also be levi¬ 
able on families, it is possible that attempts would be made to 
avoid tax liability through formation of companies, co-operatives, 
trusts and associations of persons. Avoidance of tax through 
the formation of companies and co-operatives can be checked if 
the value of shares in, such companies or co-operatives is in¬ 
cluded in full in the taxable wealth of the shareholders and 
their market worth is determined .on a rigorous basis according 
to accepted criteria. To check avoidance through creation of 
trusts, a flat rate of tax on the assets held through trusts in 
which the shares of the beneficiaries are indeterminate has al¬ 
ready been prescribed for in the levy of the wealth-tax; this 
should provide the necessary safeguard against avoidance of 
tax through the medium of trusts. In line wi'h our recommend¬ 
ations regarding levy of the Agricultural Holdings Tax on re¬ 
ligious and charitable trusts we would recommend that no ex¬ 
ception be made in the case of charitable or religious trusts. 
Valuation of agricultural land 

5.13 A matter that is of considerable importance to agri¬ 
culturists in. the coiText of the wealth-tax is the method adopt¬ 
ed to determine the market value of assets. Such valuation 
is unavoidable in a levy like the wealth-tax, but—if it is not 

6 . Th : s holds good in respect of income-tax as well as the wealth-tax. 

66 M. of Fin.—7 
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done with a correct understanding of its implications and 
through appropriate norms and procedures—it can be a source 
of irritation and harassment. It can also have other unintend¬ 
ed effects on the operation of the economy. 

5.14 It should be emphasized in this connection that the 
price at which some market transactions in an asset may have 
taken place is not necessarily the price that can be secured 
by any holder of that same type, of. asset. The imperfections 
in the market for assets are so great that, except in the case 
of financial assets (like shares and securities) for which there 
is an active market, the prices secured on some transactions in 
the market are likely to be a misleading (and possibly unfair) 
guide for the valuation of wealth. In so far as the prices used 
are based on those shown j n registered deeds, and the value 
of resets is under-stated to "vqid stamp duties and the like or to 
conceal ‘black money’ they would also lead to avoidance or 
reduction of the wealth-tax liability. 

5.15 The problem of valuation would be particularly acute 

in the case of real estates in rural areas. Values quoted in 
the sale of properties wi.h similar features are now often used 
a:, indicators of the probable range of the market price of 
assets. The reliability of the prices put down in instruments 
of sale has however been considerably undermined ‘hrough the 
wide-spread practice of under-stating the value in registered 
deeds. Moreover, instances of sales of property with compar¬ 
able locational and other characteristics are not always easy 
to come by in rural areas. 

5.16 If agricultural holdings are valued s riotly according 
to what they would fetch in the open market, farmers whose 
lands have appreciated in value on account of urbanization or 
some other form of development in the area would be required 
to pay wealth-tax on their land at a higher rate—even though 
their earnings from the current use of these lands might not 
have risen. Though this could be justified on the theoretical 
ground that such lands should be allotted to uses appropriate 
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4o the changed situation, it would in practice cause undue hard¬ 
ship and compel agriculturists either to part with their lands 
or put theni to non-agricultural uses for which they may not be, 
adequately prepared. 

5.17 To insist that unrealized value increments should not 
be subjected to tax under any circumstances would be of course 
incorrect. But we are of the view that the extension of wealth- 
tax to cover agricultural land should not at this stage place a 
heavy burden on farmers who happen to be located close to 
areas in which land values have been rising for reasons over 
which they have had no control and which have not affected the 
uses to which their own land is put. 

5.18 Taking into account the basis of estimation of rateable 
values of agricultural lands suggested by us for the AHT, a 
simple and adequate method of valuing agricultural land would 
be to take it as a multiple of its rateable value averaged over 
a period of years. Since rateable value is not on par with 
the net return from land, it i s our view that the multiple used 
for this purpose should be ordinarily in the range of 4 to 6. 
Guidelines could be issued to the assessing officers regarding 
the laclors to be kept in view while taking a decision about the 
figure of the multiplier. In the course of our discussions with 
the State Governments, it has been brought to our notice that 
fear of harassment is now driving the farmers to engage pro¬ 
fessional valuers for valuing their lands'; and that it not only 
entails considerable expense for the assessees but olfers relief 
only to those who can afford such expense. If the method of 
valuation suggested by us is adopted all this can be minimised 
without loss of revenue. 

Taxation of capital gains on transfer of agricultural land 

5.19 Valuation of agricultural land for wealth-tax purposes 
on the basis of net output would mean however that even the 
better-off farmers would be left wholly untaxed on all capital 
gains. As capital gains on assets (especially on land) are most- 
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]y in the nature of windfall gains and they are often the result 
of development programmes carried out or financed by State 
agencies, an effective instrument needs to be devised for re¬ 
capturing at least part of such gains so that the funds avail¬ 
able to the State for development are available for further 
turnover. An important method of tapping unearned gains 
accruing through capital appreciation is taxation of capital 
gains. 

5.20 A tax on capital gains from transfer of agricultural 
land, not being a tax on agricultural income but on the gain 
from the sale of an asset, comes within fh'e legislative powers 
of Parliament. Since April 1970, profits made On ‘transfer* 
of agricultural land situated within the limits of specified 
categories of towns (and of a certain specified distance from 
such towns) have been made liable to income-tax under the 
head ‘capital gains’. A further widening of the definition, of 
‘capital asset’ to cover gains from transfer of all agricultural 
lands, irrespective of their location is, therefore, not beyond the 
legislative competence of Parliament. This should be done 
now. 

5.21 The rationale for taxing capital gains like or¬ 
dinary income has however been the subject of long contro¬ 
versy. Full taxation of capital gains has been questioned on 
the ground that (a) a good part of such gains are often illusory 
in character (especially when they originate from inflation or 
a fall in the rate of interest); and (b) the gains of several years 
are often ‘bunched’, and it is unfair to tax them at a rate 
higher than what would apply if they were realised annually. 
Attempt to sift the ‘real’ from the ‘illusory’ content of capital 
gains would be difficult to justify unless extended to other 
kinds of income. Besides, the capital gains tax would cease 
to perform its anti-inflationary function if adjustments are per¬ 
mitted for price changes. Being usually in the nature of a 
windfall income, the justification for taxing capital gains 
(particularly when it is the result of rise in prices) is even 
greater than for taxing ordinary incomes. However, there 
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would be some inequity involved in the full taxation of capital 
gains at the same rate of progression as other income to the 
extent that there is a bunching of gains of several years at the 
point of realisation; this needs to be corrected as far as pos¬ 
sible. 

5.22 As the income-tax is levied on incomes computed 
annually, gains from transfer of assets held for not more than 
a year do not call for any differential treatment as compared 
to ordinary income. The current practice of treating assets 
held for not more than two years as “short-term assets”, and 
of treating the profits arising out of the transfer of such assets 
as ordinary income, is thus illogical. The provision in the 
Income-tax Act, 1961 allowing for a deduction of 35 per 
cent on the “long-term’’ capital gains 'made by non-corporate 
assessees on the transfer of land or buildings and 50 per cent in 
the case of other assets—evidently to mitigate the inequity of a 
tax that does not otherwise generally allow for the bunching re¬ 
ferred to earlier—is also not adequate io achieve the purpose in 
view Ends of equity cannot be met unies- the incidence of the tax 
is related in some way to the period of holding of the a- set. 

5.23 Ideally, this could be achieved by spreading the gains 
-over the period of holding of the asset and taxing them at the 
rate appropriate to the total income of the respective years. 
Reopening assessments of earlier years without any limit can 
however present formidable administrative difficulties. As a 
workable alternative, a scheme of pro-rating capital gains and 
losses over a period of say 3, 5 or 7 years may be introduced. 

Method of pro-ra'ing capital gains 

5.24 The steps proposed while operating the pro-rating 
method are as follows. First, only capital gains realized on 
the sale of any asset within a year of hs acquisition is to- be 
treated as “short-term” gains and included along with ordinary 
income for the purpose of the tax; the tax on the income of 
the tax-paver is then computed, without taking any account of 
the “long-term” capital gains. Next, capital gains earned by 
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him over a period Longer than a year are spread over, or pro¬ 
rated, by dividing it by 5, 4, 3 or some other arbitrary figure. 

A tentative tax is then computed on the, ordinary income plusr- 
the pro-rata net capital gain at ordinary rates. The difference? 
between the tentative tax so arrived at and the tax payable on 
ordinary income (i.e. without aggregating it with any portion 
of such capital gain) is taken as the appropriate tax on the pro¬ 
rated gain, This figure, multiplied by the pro-rating factor,, 
gives the tax on net capital gains. The final tax liability is the 
aggregate of the tax on ordinary income (excluding long-term 
capital gains) and that on such capital gain as worked out 
above. Losses on transaction in capital assets held for more 
than a year might continue to be treated in the same manner as 
losses on transfer of non-short term assets are treated at present. 

5.25. Once the pro-rating me'hod outlined above is adopted 
for removing the hardships and inequities caused by bunching 
of the capital gains realized by an assessee, there is no reason- 
why any exemption needs to be given in respect of such gains. 
Under existing provisions, in the case of non-corporate tax-pay¬ 
ers, “long-term” capital gains are excluded unless the assessee’s- 
income exceeds Rs. 10000 per annum; similarly, long-term capi¬ 
tal gains upto Rs. 5000 per annum are also excluded irrespective 
of the total income of the assessee. All such exemp ions should 
be removed, since equity aspect would be adequately taken care 
of through the pro-rating procedure outlined above. 

Recouping the cost of development projects 

5.26 Taxa'ion of capita! gains would not by itself help 
to capture the benefits accruing from development expenditure 
by public agencies as long as the properties appreciating in 
value from such development continue to be held by their 
owners and are not sold. This may not matter in many cases. 
But in some types of development undertaken by public agen¬ 
cies—as for the development of river valleys, metropolitan 

7. This scheme runs along the lines suggested bv Richard Goode in the. 
Individual Income Tax (1964). 
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areas, new industrial centres, and townships and housing colon¬ 
ies in general—there could be powerful reasons for tapping part 
of the windfall capital gains and utilizing the resources thus rais¬ 
ed for financing further development through public agencies. 


5.27 To achieve this purpose, and more particularly to re¬ 
coup a part of the cost of development projects within a reason¬ 
able period, betterment levies have sometimes been imposed on 
the beneficiaries. Such levies however suffer from various draw¬ 
backs, and have proved clumsy and unsuitable as an instrument 
for recovering the cost of development programmes. Often, the 
beneficiaries have been required to pay these levies before the 
benefits had accrued to them sufficiently to strengthen tfteir 
capacity to pay. These issues are discussed at some length in 
Chapter 6. Nevertheless if certain types of development—in¬ 
cluding deve'opment of agricultural land—are to be undertaken 
through public investment, some way has to be found for secur¬ 
ing part of the windfall gains accruing to owners of private 
property. Since the use of betterment levies is not likely to be 
effective, it is worth exploring the scope for setting up (as has 
been done in the United Kingdom recently) a Land Commission 
witn powers to acquire, develop and resell land and associated 
property. Recommendations in this regard are also made in 
Chapter 6. 

5.28 The additional yield that is likely to accrue from the 
implementaion of our proposals in respect .of the wealth and 
the capital gains taxes is difficult to estimate. The data avail¬ 
able on the distribution of wealth in the country are extremely 
scanty; and so also are data on the capital gains realized 
through sale of assets. It is evident however that not less than 
two-thirds of privately-owned wealth is owned by the top one- 
tenth of the households, and that a large part of the accentu¬ 
ation of inequalities in income and weafih is attributable to 
the capital gains accruing to those in this range. Therefore, 
even if the basic exemption limit in respect of the wealth-tax 
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is raised to Rs. 1.5 lakhs and the rates of tax lowered some¬ 
what (as we have suggested), the revenue raised should be 
very much larger than it is now. In our view the main reason for 
the lower yield now are not only the absence upto now of in¬ 
tegrated taxation of wealth and capital gains in the agricultural 
and non-agricultural sectors but the numerous exemptions per¬ 
mitted under the various provisions of the Wealth-tax Act for 
which there is no clear justification. If these exemptions are 
removed (as recommended by us), and the capital gains tax ex¬ 
tended to cover gains realized from the sale of agricultural land 
by those liable to pay the general income-tax, it should be possi¬ 
ble to administer the two taxes on an integrated basis and cover 
effectively many relatively rich assessees who are now able to 
avoid both taxes through wholly legal means. Once the exist¬ 
ing loopholes are closed the additions to revenue from the 
wealth-tax and the capital-gains tax are likely to be consider¬ 
able. In the absence of reliable data it is difficult to venture a 
quantitative estimate but, on such dimensional hypotheses as 
one can go using the available fragments of information, it ap¬ 
pears probable that the additional revenue when the two taxes 
arc operated on an integrated basis will be not less than 
Rs. 100—150 crores per annum. But, as stressed in Chapter 
3, all this rests crucially on making the family the unit of 
assessment. 



CHAPTER 6 


RELATED MATTERS 

6.1 As stated in Chapter 1, one of the major considerations 
that have guided us in the formulation of tax proposals for 
application to households in agriculture is that the incidence of 
the taxes should be broadly similar on comparable income 
and wealth groups irrespective of the source of income and 
the form in which wealth is held. This does not necessarily 
imply an exact correspondence in the base or the rates of 
tax in the various slabs as between income-earners and wealth- 
owners in the farm and non-farm sectors. Nevertheless, sharp 
differences in the incidence or in the basic features of taxation 
of any two sectors would be indefensible from this standpoint. 
It is therefore necessary to take a look at the major areas of 
divergence beween the structure of direct taxation of agricul¬ 
ture proposed by us and that of the taxation of non-agricul- 
tural income and wealth as existing now and consider how 
such divergence could be minimised and prevented from get¬ 
ting wider in future. 

Family as the tax unit 

6.2 An important feature of the proposed Agricultural 
Holdings Tax which marks a significant departure from the 
existing pattern of taxation of income and wealth in India is 
that the basic unit envisaged for the levy of the AHT is the 
family. Entities now liable to income-tax in the non-corporate 
sector are ‘Individuals’, ‘Hindu Undivided! Families’, ‘Firms’ 
and ‘Associations of Persons’. For Wealth-tax, the taxable 
entities are ‘Individuals’ and ‘Hindu Undivided Families’ (the 
former being understood to include trustees, administrators, 
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etc.). Tnough ‘Hindu Undivided Families’ find a place among; 
the taxable entities, income and wealth are in fact taxed 
mostly in the hands of assessees classified as ‘individuals’. 
Moreover, for reasons we shall presently discuss, the recognition 
given to Hindu Undivided Families as a tax entity has hindered 
instead of helping either equity or the efficient administration of 
of these taxes. 

6.3 The reasons that weighed with us in suggesting the 
adoption of the family as the primary tax unit instead of the 
individual have been briefly touched upon in Chapters I and 3. 
It has sometimes been argued that the reason why the family 
holding, and not the individual holding, has been made the 
basis for legislating ceilings on landholdings and hence may 
be made the unit of assessment for agricultural taxation, is 
that the family holding is the unit of production in agriculture. 
From this it is presumed to follow that because family enter¬ 
prise is not the unit of production in the non-agricultural sec¬ 
tor, at any rate in the assessable range of incomes, family 
should not be made the unit of assessment for purposes of' 
non-agricultural income and wealth taxation but that the indivi¬ 
dual should be the unit of assessment. But this reasoning is 
based on a misconception. It is true that, by and large, family 
enterprise is not the unit of production in the non-agricultural 
sector though there are important exceptions such as unincor¬ 
porated en‘erprises and joint professional work by husband and 
wife. But it is equally true that, barring exceptions, the indi¬ 
vidual is also not the unit of production in the non-agricutural 
sector. Therefore, if the individual 'has been the unit of assess¬ 
ment of non-agricultural incomes, it is not because the indivi¬ 
dual is the unit of production but the individual is the reci¬ 
pient of income. What is taxed is not the individual’s income 
from a given production activity but incomes from all sources 
which accrue to the individual as the recipient of income. The 
justification for suggesting that the family and not the indivi¬ 
dual should be the unit of assessment rests on the same 
ground: namely, that, in fact, the family and not the individual 
earner is the recipient of income from all sources of production* 
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activity in which the members of the family engage severally 
or jointly. The family is the unit of income-receipt, of con¬ 
sumption and all related decision-making. This consideration, 
applies equally both to the non-agricultural sector and the 
agricultural sector. 

6.4 That the taxable capacity of a family depends on the 
income of not only the main earning member, but of the other 
members of the family as well, needs no demonstration. In. 
equity two families with equal incomes should bear tax at 
similar rates irrespective of whether the income is earned by 
line member or by several members jointly. Moreover, ab¬ 
sence of any arrangement for aggregating the incomes of all 
members of the family provides scope for easy avoidance of 
a progressive tax on income and wealth. There are some pro¬ 
visions in the Income-tax and Wealth-tax Acts for tagging of 
income and wealth of spouses and minor children in certain 
circumstances, e.g., when assets are transferred by an indivi¬ 
dual to his or her spouse or a minor child by way of gift. But 
these do not go far enough either to meet the requirements of 
equity or to reduce the scope for avoidance through splitting 
of income and wealth among the members of a family. 

6.5 That splitting of income (and wealth) within families 

. 

tnrough various means has been seriously affecting the equity 
and yield of direct taxes of India has been recognised by the 
Direct Taxes Enquiry Committee in its report submitted last 
year 1 . But the Committee rejected the ide.a of treating jointly 
the income (and wealth) of husband, wife and minor children 
on the ground that the inclusion of the income of wives for 
such aggregtaion would cause hardship to “lower and middle 
class families where women take up employment out of sheer 
necessity” 2 . If this view were to be taken the incomes of a 
large p :rcentage of even the better-olf farmers will, after the 

i Direct Taxes Enquiry Committee, Final Report (1971) para 3.32 .7 
2. Two members of the Committee disagreed v ith the view of the 
others and, in a minute of dissent, strongly recommerdcd adoption of 
the family consisting of the husband, v, ife ard miror children as the 
basic unit for assessment, but subject to very liberal provisions being 
made in repect of the earned income of the wife. 
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imposition of ceilings on land holdings, correspond only to the 
so-called middle classes in the urban areas and there would 
be no justification for inflicting similar hardship on them. 

6.6 Doubts have also been expressed by some about the 
legality of pooling of the incomes of one individual with that 
of another! far taxation even when they belong to a family. 
It is to be noted that the provision in the Income-tax Act for 
the aggregation of the income of an individual with that of 
others in; certain circumstances, such as when income arises 
to the spouse or minor children of an individual from a partner¬ 
ship (or from admission to the benefits of partnership) in a 
firm in which thd individual is also a partner has not been 
considered unconstitutional or illegal 3 . It is now well establish¬ 
ed that the power of Parliament to levy tax on income is wide 
enough to sustain a law made for its efficient administration. 
Even otherwise, the legislature has the acknowledged power to 
make classification of tax-payers for purposes of the levy, pro¬ 
vided the classification is reasonable and docs not impinge un¬ 
evenly on assessees in similar situation. Family is a recognised 
unit around which organised human society has developed and 
it constitutes) a basic decision making unit in the economy; 
thus there cannot be any objection if the tax is levied family- 
wise. 

6.7 It is sometimes contended that families will break-up 
rapidly if tax is levied family-wise. Reports of divorces in the 
countryside in the wake of fresh land ceilings are also cited 
in corroboration. It appears to us that such fears are highly 
exaggerated. Sifting sham divorces from genuing ones should 
not prove difficult. A legal divorce has serious consequences 
and one would not think that people will put up the pretence, 
of ‘divorce’ and court such consequences for the sake of reap¬ 
ing the tax benefits. In any case, if the family would break 
because of the tax-rate going up from, say, ten to fifteen per 
cent one can hardly maintain that it is such a sacred institu¬ 
tion which must be preserved at all cost. 


3 . Balaji v. Income Tax Officer, Speical Investigation Circle, Akola and 
Others, (1961) 43 ITR 393. 
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Case for relief 

6.8 The only legitimate question that needs to be J^ m1 ^ 
in this context is whether, when the incomes of husband, wite 
and Iheir minor children are clubbed together for purpose^ o 
taxation any special relief should be, given over and ab 
what a’family can get when the family income is earne 
only one of its members. Before we examine the case to 
such relief, we should point out that when the income of a 
family is earned by two earners! instead of one it is much 
more secure because, in the event of disability or eat o one 
earner, at least a part of the income remains unaffected. There¬ 
fore if there is a difference between the circumstances of in¬ 
come-earning of two families having the same income, one 
earned by a single earner and the other earnd by two earners, 
the difference is in favour of the family with more than one 
earner. Nevertheless, several grounds are put forward for 
special relief to be given to precisely these families. We shou t 
examine them carefully. 


6.9 The legitimate ground on which relief can be sought 
from income taxation is for deductible items of costs unavoid¬ 
ably incurred in earning that income. For income earned 
from independent professions and businesses such costs are of 
course deducted while arriving at the assessable income. There 
exists however a problem in relation to incomes earned from 
salaried employment. Ordinarily, an income from salaried 
employment is not supposed to entail any cost except certain 
specially provided itemsi such as maintenance of a car, the 
benefit of which goes largely t 0 persons only in the higher 
income brackets. But obviously there) are costs of earning 
even a low-salaried income and apparently a case exists for 
making some allowance for costs in the case of salary incomes. 


6.10 However, it is not easy to define what these costs 
are Two cases will illustrate the difficulty. It is said that 
when the wife is working, there are inconveniences in the- 
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management of the household and extra costs have to be in¬ 
curred to meet them. This is of course true. But the same 
circumstances prevail in a family of a widow who must work 
or in a family of a widower without an adult woman in the 
house. It is therefore difficult to decide whether the incon¬ 
venience in the household is a deductible item of cost of earn¬ 
ing the wife’s income. A somewhat stronger case exists when 
husband and wife both are earning and working at two differ¬ 
ent places because this clearly involves extra costs of keeping 
two establishments. But there are several other circumstances 
in which a family has to keep two establishments; a number 
of persons working in big cities like Bombay and Calcutta are 
forced to keep two establishments because., within their means, 
they cannot find accommodation in the cities. Rural families 
face similar problems when they have to maintain their sons 
and daughters in towns and cities for higher education. Hence, 
it is difficult to decide whether the cost of an additional estab¬ 
lishment '$ a deductible .cost of earning an income. 

6.11 The, difficulties in defining the deductible costs of 
earning salary incomes cannot however be a ground for ignor¬ 
ing the existence of such cos's. In particular, it is necessary to 
recognise that when both the spouses (or a surviving spouse 
with minor children) are engaged in activity outside the 
household, there are costs that a family would have to incur 
which it would not have to if one of them were available for 
attending to the domestic requirements. Such costs would have 
to be allowed for when the family is made the unit of assesment. 
It would not be, easy in practice to determine the exact amount 
of cost unavoidably incurred cn account of neither of the 
spouses (or the surviving spouse with minor chffiRen to look 
after) being available for work inside the household. The line 
of distinction between cost of earning and consumption is not 
dear in most cases. In view of the conceptual and administra¬ 
tive difficulties of specifying and acutally ascertaining! these 
costs, we suggest that a general allowance should be. made 
available at a flat rate where both spouses are employed out¬ 
side the household (and also where a surviving spouse has 
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minor children to maintain). We suggest that deductions be 
allowed from salary income at the rate of 10 per cent of the 
joint income of the spouses (and 20 per cent of the income 
of a surviving spouse with minor children) subject to a maxi¬ 
mum of Rs. 2,000. Besides recognizing the costs of earning 
salaried incomes, like other incomes, we think that this proposal 
will provide the needed relief to the mariginal families of low- 
salaried employees where husband and wife are both working. 

6.12 Other cases mentioned in para 6.11 merely illustrate 
the fact that families with equal incomes may differ greatly 
in respect of the circumstances of their living and liabilities. 
The most important of these is the number of minor children 
and other dependents, particularly the old and the disabled, in 
the house. If some of tiles • circumstances could be taken Into 
account in the taxation of income with the family as the unit, 
it would undoubtedly result in greater equity. However, such 
refinements in the taxation system may make its administra¬ 
tion extremely complex and may provide much scope for false 
reporting and consequent tax evasion. When finer refinements 
are sought tn be made to take >'s\to account differences in the 
family circumstances of those earning salary incomes, or in¬ 
comes from am. other type of non-ngricultural activity, one 
cannot ignore that the extension of such criteria an.! degrees 
of refinement to the rest cf We population is a luxury which 
the country cannot now afford. The fact that this is so often 
ignored in discussions on these matters—among the public as 
well as among specialists—reflects no more thc n the urban, 
middle-class biases deep-rooted in our thinking. 

The Hindu Undivided Family as a tax entity 

6.13 The adoption of the family as the unit of assessment 
for all direct taxes will, as indicated earlier, help to prevent 
splitting of income and wealth among the members of a family 
often resorted to with a view to avoiding or reducing the im¬ 
pact of progression built into such taxes. Such avoidance will 
however continue if the Hindu Undivided Family continues to 
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be recognised as a tax entity. This has important implications 
for the agricultural sector. Recognition of the HUF makes- 
possible splitting of income and wealth in numerous ways 
among the members of such a family, since a HUF can be divided 
and sub-divided into smaller units of HUF’s and each such unit 
is recognizable as a separate tax entity in addition to the main 
one. The devices commonly used to defeat the tax laws through 
the concessions given to the HUF have been ably summed up 
in the Report of the Direct Taxes Enquiry Committee; 

“The normal modes by which Hindu undivided family has 
been utilized by taxpayers for purposes of tax avoidance; 
may be stated as under;— 

(a) create as many smaller Hindu undivided families 
within the main family as possible so that each one 
of the sub-branches in the main, family becomes a 
separate unit of assessment and thereby has its in¬ 
come and wealth subjected to lower rate, of tax; 

(b) where the Hindu undivided family has enormous 
properties, havej partial partition of family assets, 
as many times as possible, so that neither the 
family nor the individual faces higher tax liability; 

(c) whether there is ancestral property or not, have the 
self-acquired property thrown into the family hotch¬ 
pot so that individual’s "income liable to higher tax 
rate is reduced and also liability arising due to 
clubbing of income under section 64 of the Income- 
tax Act, 1961 is avoided; and 

(d) retain the ancestral property as the property of 
joint family as otherwise the property as well as 
the income from such property will be assessed in; 
the hands of the members along with their indivi¬ 
dual incomes and wealth at a much higher rate.” 
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The Committee also observed that “the Hindu undivided 
family as a unit of assessment is retained in most cases omy 
when it enables the persons to reduce their tax liability and 
that in other cases it is promptly partitioned without considera¬ 
tions of sentiment coming in the way.” 4 

6.14 To prevent such abuse of the recognition given to the 
HUF as a tax entity it has been suggested by the Committee 
that HUFs should be| taxed at rates which are substantially 
higher for the lower slabs of income than the rates applicable 
to individuals. These higher rates would apply to such HUFs 
as have members witjh independent income above the maximum 
not liable to tax. A similar recommendation has been made 
with respect to the treatment of such HUFs for purposes of 
wealth-tax. The higher rates of tax suggested would however 
be effective only if the income and wealth of the HUFs are 
large enough and if there are no ways open to it for splitting 
them. Since an HUF can be divided and sub-divided into 
smaller units of HUFs—each such unit comprising a separate 
taxable entity in addition to the. main HUF—the incidence of 
the higher rates proposed can in fact be avoided quite easily, 
particularly if the main HUF had not been divided earlier into 
the maximum permissible number of HUFs. W e have there¬ 
fore grave doubts about the adequacy of the measures taken 
already or proposed to be taken for dealing with such evasions. 
The HUF is an important entity among those belonging to the 
higher ranges of income and wealth, and continued recognition 
of it as a separate tax unit is therefore likely to affect seriously 
the effectiveness of all direct taxes including those on agri¬ 
culture. We are of the view that the recognition given to 
HUFs should be totally withdrawn for tax purposes, and the 
income and wealth of each HUF considered divisible among 
the nuclear families constituting it and treated as part of the 
income and 1 wealth of each such family while assessing the 
taxes on them. It is sometimes mentioned that there are prac¬ 
tical difficulties in implementing such a course on the ground 
that interest of coparceners in the family keeps on fluctuating 

4. on cit, 73-75. 

66 M-of Fin.—8. 
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with births and deaths of members. We do not see why a 
notional apportionment of the family income and assets can¬ 
not be made at a fixed point of time every year. 

Taxation of income from activities allied to agriculture 

6.15 After the imposition of the Agricultural Holdings Tax 
there would bei some areas of activity like livestock-breeding 
and poultry and dairy-farming, which are generally regarded 
as allied to agriculture but would enjoy immunity from any 
form of direct taxation. The AHT would take no account of 
the income receivable from these activities. Although they do 
not come within the legal meaning of ‘agricultural income’, at 
present such incomes enjoy exemption from income-tax on non- 
agricultural income under a specific provision in the Income- 
tax Act, 1961.® Witjh the downward revision of land ceilings 
the richer sections among the agriculturists are likely to take 
to these activities on a larger scale than before. Besides, leav¬ 
ing an area which is likely to grow in future totally untaxed in 
a scheme of direct taxation is not desirable, as it might prove 
to be a source of leakage of substantial revenue. Black money 
may masquarade as derived from dairy farming instead of 
agriculture. We recommend, therefore, that the exemption 
from income-tax granted at present to income from livestock 
breeding, poultry and dairy farming should be withdrawn. This 
will not affect farmers who derive some subsidiary benefit from 
cattle maintained on a small scale as the liability to tax will 
not arise unless the value of such benefits exceed the minimum 
exemption limit (assuming of course, that they do not receive 
income from any other non-agricultural source). In considera¬ 
tion of the practical difficulties of valuing livestock, the exclu¬ 
sion of ‘animals’ from the definition of ‘assets’ taxable under 
the Wealth-tax Act may, however, continue. 

Pricing of irrigation water 

6.16 There is still another question we have not discussed 
so far. This relates to the rates charged on water supplied 
by public irrigation projects. They vary now very considerably 

5. Vide Sec 10(27) of the Income-tax Ac% 1961 (43 of 1961) 
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from State, to State and even from one project area to another. 
It is sometimes presumed that irrigation and water rates are 
in the nature of a tax and serve to supplement land revenue. 
But facts do not bear out the validity of the presumption. 
Even though in many areas, the rates vary with the nature of 
the crop raised, in hardly any case do irrigation/water rates 
cover interest and provision for amortization; in a large num¬ 
ber of cases the amounts collected are not adequate to meet 
even the costs of maintenance. In fact far from being a tax 
on agriculture, irrigation rates carry an element of subsidy. 

6.17 It is essential that water supplied by public irriga¬ 
tion projects is priced like any other input such as to cover 
costs. Apart from the heavy burden that subsidising such 
inputs would involve under-pricing of water encourages its 
wasteful use; this is true of any input that is under-priced 
such as electricity. There can be a case for providing a 
subsidy for inputs, in the initial stages, in order to encourage 
their use, in the interest of technological advances. But such 
subsidies! should not continue indefinitely. In our view, the 
time has come for recovering the cost of irrigation projects 
from those who make use of the water made available by these 
projects. 

6.18 That water supplied by the public irrigation projects 
can bear higher rates is evident from the extent of the differ¬ 
ences now evident in the rates charged and the costs of private 
irrigation. The provisions we have made in the scheme for 
the Agricultural Holdings Tax to deduct the costs or irriga¬ 
tion are, such that there should be no obstacle to raising irri¬ 
gation rates to the extent -required; they are also intended to 
ensure that those who depend on private sources of irrigation 
are placed on par, for the purposes of taxation, with those who 
depend on public sources. 

6.19 For recovering the capital costs incurred on irriga¬ 
tion projects betterment levies have been tried in several States. 
The experience has not been encouraging. Moreover, while 
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the benefits of irrigation take, time to be fully exploited, the 
impact of these levies begins to be felt from an early stage. 
Irrigation or water rates, combined with an Agricultural Hold¬ 
ings Tax of the kind proposed by us, are a more appropriate 
way of making the agriculturists pay for the benefits they 
secure from irrigation. Irrigation rates should be used as the 
instrument for recouping the costs of irrigation projects, includ¬ 
ing the capital costs involved. There would however be no 
need to employ these rates to capture the additional benefits, 
accruing to landholders in a project area as a result of improved 
yield of their lands, since the AHT, if properly implemented, 
would be flexible enough to keep in step with changes in 
productivity. 

Land Commission 

6.20 In the case of certain kinds of public investment, 
such as those involved in urban development, it might be 
possible to recoup the capital costs involved by setting up in 
each State a Land Commission of the kind set up in the United 
Kingdom in 1967. The Land Commissions in the United 
Kingdom are vested with the power “to acquire, manage and 
dispose of land”. Authorities like these are already function¬ 
ing in India within limited areas (as for example, the Delhi 
Development Authority). Such an agency could also be 
utilised for promoting and financing certain types of local rural 
development projects. The power to acquire land 

and sell it after development would enable it to appropriate a 
part of the increase in capital value arising from the pro¬ 
grammes it undertakes. The initial capital would thus be 
available for a quick roll-over. Secondly, authorities like these 
would be in a better position to design development projects 
that would meet the needs of particular areas. Programmes 
intended to secure the intensive use of labour in the country¬ 
side can also be made more meaningful and worthwhile and 
their impact more perceptible if drawn up with due care and 
consideration of local conditions. The Land Commissions can 
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play a useful role in framing and securing the financial support 
needed for such programmes. 
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SUMMARY OF MAIN CONCLUSIONS AND RECOMMEN¬ 
DATIONS 

Chapter 1: Basic Considerations 

1. The richest one-tenth of the households in the country 
account for about 25 per cent of the total private consumption, 
©ver 40 per cent of th# total household incomes, and not less 
than two-thirds of privately-owned wealth. The major share of 
the additional resources has to come from this stratum. 


2. Indirect taxes have an important role in the fiscal sys¬ 
tem. It would also be possible to achieve a degree of prog¬ 
ression through indirect taxation by levying it on commodities 
and services consumed by the richer sections of the population. 
Nevertheless, commodity taxation has serious limitations as an 
instrument of resource mobilization, since it is more easily 
shifted and very often leads to unintended cost escalations. For 
equitable distribution of the burden it is essential to use direct 
taxation to the maximum extent possible for resource mobiliza¬ 
tion. 

3. The incidence of direct taxation should be broadly the 
same on comparable income and wealth groups irrespective of 
the sources of income and the forms in which wealth is held. 
This does not necessarily mean that the forms of direct taxation 
adopted for application to different cateories of income and 
wealth should be identical. 

4. Direct taxes on agriculture levied by the States (viz., land 
revenue, cesses and surcharges based on land revenue, crop 
eesses and agricultural income-tax) account for barely 1 per cent 
of the Net Domestic Product from agriculture, and the propor- 
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tion varies widely from State to State; it is about 0.24 per cent 
in Orissa and Punjab and 1.34 per cent in Rajasthan. 

5. In devising a system of direct taxation of agriculture, it 
is necessary to ensure that the relatively better-off sections pay 
proportionately more out of their income and wealth so that there 
is a reasonable degree of progression in the tax. The principle 
of progression has not governed the land revenue—the largest 
element of direct taxation of agriculture. Since there is no per¬ 
ceptible progression in the incidence of surcharges on land revenue 
and since other taxes levied on agriculture are relatively light, 
income-earners belonging to the higher strata pay less than those 
in comparable strata deriving their income from non-agricultural 
sources. 

(Paras 1.1 to 1.19 and 1.25) 

6. The proposed ceilings on land holdings have greatly 
reduced the scope for progressive taxation in agriculture. Even 
so, there will be incomes earned from agriculture large enough 
to come within the purview of progressive tax. The size of ope¬ 
rational ceilings would not necessarily be limited by the pro¬ 
posed ceilings. Further, with technological improvement, pro¬ 
ductivity of land is likely to increase in future. 

7. For purposes of direct taxation the family—consisting of 
husband, wife and minor children—should be the basic unit of 
assessment. This is required also for preventing large-scale avoid¬ 
ance. If direct taxation is to become a major Instrument of 
resource mobilization on an ecsuitable basis, it is also necessary 
to close the loopholes offered by the various exemptions and 
deductions. 

8. With a ceiling on land holdings, a growing percentage 
of the agricultural ropulation particularly in the higher strata 
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is likely to turn increasingly to non-agricultural sources of in¬ 
come. There has to be, therefore, a mechanism to ensure that 
incomes whether derived from agricultural or non-agricultural 
activities are taken into account for progressive direct taxation. 

(Paras 1.20 to 1.24, 1.26 and 1.27) 

9. In looking for a suitable system of direct taxation of 
agriculture the facts of a federal polity and of the distribution 
of functions and powers between the Centre and the federating 
States have to be borne in mind. 

(Paras 1.28 to 1.30) 

Chapter 2: Alternative approaches to direct taxation of agricul¬ 
ture 

10. One alternative which is readily available for the direct 
taxation of agriculture is integrated taxation of agricultural and 
non-agricultural wealth. There is no constitutional impedi¬ 
ment to the levy of such a tax by the Centre. If the coverage 
of the tax is widened by adopting the family as the basic unit 
or by reducing the basic exemption limit or by cutting down 
the exemptions wealth-tax can be a useful instrument of direct 
taxation. But if the exemption limit is lowered several difficul¬ 
ties will arise including problems of indentifying potential asses- 
sees, the taxable assets and valuation of assets etc. In the con¬ 
ditions of Indian agriculture this will inevitably give rise to consi¬ 
derable harassment and possibly lead to savings being increasingly 
held in forms that are more easily concealed such as gold and 
currency hoards. Hence caution has to be exercised in the use 
of wealth-tax as the principal instrument of resource mobilization 
from the agricultural population. 

(Paras 2.1 to 2.4) 

11. An alternative recommended by many is a completely 
integrated system of taxation of agricultural and non-agricultu- 
ral incomes. This would require a major constitutional amend¬ 
ment to empower the Centre to levy tax on agricultural incomes. 
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Such a course of action is not favoured by the States. Besides, 
since proper assessment of agricultural incomes requires a degree 
of knowledge of local conditions, in any practical system of taxa¬ 
tion of agricultural incomes the primary responsibility for the 
levy and collection of the tax will have to be with the States. 
Apart from these considerations, taxation of agriculturists ac¬ 
cording to actual incomes assessed from year to yeai poses various 
problems. The computation of actual income from farming with 
any degree of precision is extremely difficult. Few among the 
farmers maintain detailed accounts. Hence the risk of harass¬ 
ment by tax officials and equally the opportunities for under¬ 
stating incomes are likely to be considerable if the tax is based 
on the ‘actual income’ concept. 

(Paras 2.5 to 2.8) 

12. An alternative often suggested is a progressive sur¬ 
charge on the existing land revenue. But there is no uniformity 
in the principles and procedures followed in land revenue assess¬ 
ments in different States and in different areas within the same 
State. The existing land revenue therefore does not offer a satis¬ 
factory basis for a system of progressive surcharge. 

(Paras 2.9 to 2.12) 

13. A rational system of direct taxation of agriculture 
(i) should take account of the differences in productivity of land 
depending upon the particular crops grown in a region; (ii) 
its incidence should be uniform in different parts of the coun¬ 
try, and (iii) it should reflect changes in productivity and prices 
.over a period of time. Moreover, it should be possible to build 
into the tax an element of progression. 

(Para 2.13) 


Chapter 3: Agricultural Holdings Tax 

14. The major factors underlying differences in the pro¬ 
ductivity of land are, (i) soil-climatic differences; (ii) conditions 
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oi water supply; and (iii) crops grown. An Agricultural Hold¬ 
ings Tax (AHT) needs to be devised to adequately take ac¬ 
count of the factors making for such variations in the produc¬ 
tivity of land. 


(Paras 3.1 to 3.7) 


15. The salient features of the proposed scheme of AHT are 
as under:— 

(a) The country should be divided into a sufficiently large 
number of coil-climatically homogeneous districts | tracts 
so that differences having any significant influence on 
productivity are taken into account; 

(b) For each such district|tract norms of output of diffe¬ 
rent crops per hectare for each year should be worked 
out on the basis of estimates of yield for the previous 
10 years; these should be valued at the relevant ave¬ 
rage harvest prices of the preceding three years. The 
State Governments should notify the markets and 
post-harvest marketing periods relating to each crop 
in each district|tract and arrange to collect, record 
and publish the relevant prices on a regular basis; 

(c) The norms so derived would provide the norms of the 
value of output per hectare of different crons of 
different districtsltracts; 

(Paras 3.8 & 3.91 

(d) From the value of the gross output of the crops arrived 

at as above allowance should be made for the paid 
out costs of cultivation other than expenses of irrisa- 
sion and also for depreciation of assets < other than 
livestock) along the lines indicated. 


(Paras 3.10 to 3.13). 
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(e) The norms arrived at in the above manner would form 
the rateable value of a hectare of land growing dif¬ 
ferent crops in different districts/tracts. 

(f) If in a given year, the average output 0 f a crop in a 
district is less than half the average output of earlier 
10 years, the rateable value of land under such a crop 
should be taken at zero. Relief may be allowed for 
crop failures in part or parts of a district/tract after 
enquiry by an appropriate authority. 

(Paras 3.14 to 3.19) 

(g) To simplify the computation crops under a districtj 
tract may be suitably grouped under a few crop-groups. 

(Paras 3.20 to 3.22) 

(h) For each district!tract there will be a schedule of 
rateable value of land per hectare under different 
crons/crop-groups. The schedule should be revised 
every year taking into account, the crop yields of the 
preceding 10 years, the harvest prices of the preced¬ 
ing 3 years and any revision that may be made from 
time to time in the scale of deduction to be made on 
account of the costs of cultivation of different crops. 
The schedule of rateable value of lands under different 
crops in each district/tract should be prepared on this 
basis everfy year and included in the legislation of the 
year in question. The construction of the schedule for 
each district/tract in a State will be primarily the res¬ 
ponsibility of the State Government concerned. 

(Para 3.23) 

(i) The rateable value of an assessable land holding will 
be computed from the rateable values of land under 
the crops actually grown (harvested) on it during the 
year of assessment after deducting the expenses of 
irrigation in the manner indicated. 

(Paras 3.24 and 3.25) 
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16. To provide for the costs of devedolpment, a develop¬ 
ment allowance should be given to ail agricultural holdings at 
the rate of 20 per cent of the rateable value subject to a maxi¬ 
mum of Rs. 1000. 

(Para 3.26) 

17. The actual tax liability under the Agricultural Holdings 
■w would be arrived at by applying a simple formula to the 

rateable value of the holdings minus the development allowance; 
if the rateable value of a holding (minus the development 
allowance) is ‘X’ thousand rupees the AHT should form X/2 
per cent of this amount. Thus for example, if the rateable value 
of a holding is Rs. 10000 the AHT would be 9.0|2 or 4.5 per 
cent of Rs. 9000 (i.e. Rs. 10000 minus Rs. 1000 deductible as 
development allowance), which is equal to Rs. 405. 

(Para 3.27) 

18. As the incidence of the AHT decreases progressively 
®n small holdings, the formula should be applied to rateable 
values upto Rs. 600. For holdings of rateable value below 
Rs. 600 AHT may be fixed at a flat rate of Re. 1 per holding. 

(Paras 3.28 & 3.29). 

19. Tax on agricultural holdings should be levied on ope¬ 
rational holdings and on a family basis (family consisting of 
husband, wife and minor children). Adoption of the opera¬ 
tional holding as the basis for the AHT will discourage illegal 
or concealed leases and thus help protect the rights of the 
tenants. 


(Paras 3.30 to 3.33) 

20. The implementation of the AHT may be made in two 
phases. In the first phase the present land revenue should be 
replaced bv Tie AHT on all operational holdings with rateable 
value of Rs. 5000 or more. Suitable steps would need to be 
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taken in the first phase for identification of all operational hold¬ 
ings likely to have rateable value of Rs. 5000 and for aggregation 
of holdings of all family members. Holdings lying in different 
States should be treated as separate holdings and assessed as 
such. In the second phase the system may be extended to 
operational holdings of rateable value below Rs. 5000 accord¬ 
ing to the convenience of each State Government. 

(Paras 3.34 & 3.35) 

21. To facilitate the determination of rateable values of 
holdings a system of crop inspection and recording of crop ac¬ 
reages should be evolved. Recording of crop acreages on 
assessable holdings must be done expeditiously so that the 
rateable value is ascertained well within the year of assessment. 
Reasonable opportunity should be given to each land holder to 
represent his case if in his opinion the crop acreage shown on 
his land holdings are incorrect. A regular procedure will have 
to be laid down for the purpose. It would be convenient if a 
separate ‘Agricultural Holding Book’ is issued to each assessable 
landholder in which are entered details relating to' members of 
the family, details of operational holdings, changes in the area 
covered by the holding from time to time and crops grown in 
different seasons each year. The rateable value of the holding, 
the AHT assessment and the recovery of instalments as also 
all loan transactions related to the land holdings should be en¬ 
tered in this book. The book should be permanently with the 
land holder. 

22, The assessment year should be uniformly from 1st July 
to 30th June. Every year on the basis of the recorded crop 
groups the rateable value of each holding should be worked out, 
the AHT computed at the prescribed rates and a notice of de¬ 
mand presented to each assesee before 30th June of the assess¬ 
ment year. The recovery of the tax may be made in suitable 
instalments in the following year. 


(Paras 3.36 to 3.40). 


(Para 3.46) 
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23. The AHT should replace land revenue for all operational 
holdings of rateable value of Rs. 5000 and more. Extension of 
the Aril to homings of smaller rateable value may be made at 
the discretion of State Governments in the following phases: 

I. All operational holdings with rateable value of 
Rs. 2500 and above may be covered; 

II. On the remaining holdings a census of land utilisation 
and recording of crop acreage may be done once in 
5 years. Their rateable value may be ascertained on 
this basis, the AHT assessed and kept fixed for the 
next 5 years. All agricultutal holdings with the 
rateable value of less than Rs. 600 may be required 
to pay AHT at a flat rate of Re. 1 per holding. 

(Paras 3.41 to 3.43) 

24. Where an operational bolding stands in the name of a 
trust, the holding should be notionally apportioned among the 
beneficiaries in the proportion in which the income of the trust 
is enjoyed by them and the respective shares aggregated with the 
holdings of the families to which the beneficiaries belong. Where 
the share of the beneficiaries is indeterminate, the agricultural 
holdings of the trust should be assessed to AHT at a minimum 
rate of 20 per cent of the rateable value. There should be no 
concessional treatment for charitable ot religious trusts. 

(Paras 3.44 and 3.45) 

25. In the cases of cooperatives, in so far as a part or the 
whole of the operational agricultural holding of a cooperative 
society consists of lands identifiable as legally belonging to in¬ 
dividual members such lands should be treated as part of the 
agricultural holdings of the family to which these members 
belong. Where such lands are not so identifiable they may be 
deemed to be operated by the members in equal parts and each 
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such part treated as a component of the agricultural holdings of 
the respective members. 

(Para 3.46) 

26. Holdings of agricultural companies may be assessed for 
AHT on the same basis as family holdings subject to a minimum 
of 20 per cent of the rateable value of their operational holdings. 
As regards holdings of plantation companies, the present system 
of agricultural income taxation on plantation companies may 
continue. However, to the extent the area operated by them is 
used for growing non-plantation crops, these companies should 
be subjected to AHT like any other agricultural company. 

(Paras 3.47 and 3.48) 

27. After the notice of demand is served an opportunity 
should be given to the tax-payer to challenge the correctness of 
the computation of the tax-liability. 

(Paras 3.49 and 3.50) 

28. While framing the scheme of the AHT the requirement 
that a tax statute like any other statute must respect the principle 
of equality enshrined in the Constitution has been kept in view. 

(Paras 3.51 to 3.57) 

29. To ensure uniform and objective application of the AHT 
all over the country there should be a standing All-India Com¬ 
mittee on Agricultural Holdings Tax. This Committee should 
be appointed by the Planning Commission and it should consist 

of three members:— 

(i) A non-official economist; 

(ii) An official with experience of Revenue Administra¬ 
tion at the State level; and 

<iii) A technical officer who is or ha s been a Director of 
Agriculture in a State. 
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The Committee should undertake every year a post facto review 
of the operation of the AHT in all the States and consult the 
State Government where significant departures are found from 
the desired uniformity antf objectivity in the application of the 
AHT. The Committee should submit an Annual Review to the 
Planning Commission and the Review should be placed before 
the National Development Council, 

(Para 3.58}' 

30. On the basis of available data the Agricultural Holdings- 
Tax may be expected to yield about Rs. 200 crores per annum,, 
if applied to all holdings with rateable value of Rs. 5000 and 
above. If this tax replaces land revenue and related surcharges 
and cesses, the net additional revenue that may be collected, 
from this tax would be around Rs. 150 crores. If extended to all 
holdings of rateable value of Rs. 2500 or more, the additional 
resources may be around Rs, 200 crores. 

(Paras 3.59 to 3.62), 

Chapter 4: Partially integrated taxation of non-agricultural in¬ 
come with income derived from agriculture 

31. There should be some arrangement to ensure that the 
tax burden on assessees with similar incomes does not differ 
sharply merely because of the fact that part of it is derived from 
agriculture. This can be achieved without bringing agricultural 
incomes under the charge of Central income-tax if such incomes 
are taken into account in determining the rate of tax applicable 
to non-agricultural incomes. This would also help check eva¬ 
sion through the device of camouflaging taxable income as gains 
from agriculture. 

32. A suitable provision should therefore be made in the 
Income-tax Act, 1961 whereby both agricultural and non-aeri- 
cultural components of a tax-payer’s income are asareeated and 
the tax on th* non-agricultural portion is levied as if the la'ter 
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were placed in the top slabs of the aggregate income. Integra¬ 
tion of agricultural and non-agricultural incomes should take 
effect only if an assessee has taxable income exceeding the mini¬ 
mum exemption limit laid down for the levy of the Central in¬ 
come-tax. In determining the rate of tax on non-agricultural 
income, the agricultural income and non-agricultural income 
should be combined in the following manner and order: (i) 
the initial exemption allowed out of non-agricultural income 
(Rs. 5000 at present), (ii) agricultural income and (iii) the 
balance of non-agricultural income. 

(Paras 4.1 to 4.7) 

33. Since the proposal does not envisage levy of any tax on 
agricultural income by the Centre it would not require any con¬ 
stitutional amendment. 

(Paras 4.8 and 4.9) 

34. The suggestion to achieve partial integration by allow¬ 
ing the States to levy tax on agricultural income at the rates, 
appropriate to the total income comprising both agricultural 
and non-agricultural income is not practicable. 

(Paras 4.10 to 4.12) 

35. In computing net income from agriculture for the pur¬ 
pose of partial integration, all items of expenditure allowed under 
the Income-tax Act in the computation of income from business 
or profession, including depreciation of machinery and tools used 
in agriculture, should deducted from gross receipts. To avoid 
harassment to assessees however, rules should be framed by the 
Central Government in consultation with the State Government 
and the proposed All-India Committee on Agricultural Holdings 
Tax prescribing the maximum scale of expenses allowable under 
the major heads in computation of agricultural income in diffe¬ 
rent districts/tracts. 

(Para 4.13) 

66 M. of F .—9 
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36. The liability on account of the proposed Agricultural 
Holdings Tax should not be ail-owed as deductible expenditure 
while computing agricultural income. 

(Para 4.14) 

37. Losses incurred in agriculture should be allowed to be 
set-off only against gains from agriculture. 

(Para 4.15) 

38. Administrative arrangements should be made for certi¬ 
fication of the extent of the aggregate agricultural holding of 
assess'ees, the nature of crops grown and the rateable value of the 
holdings by an appropriate revenue authority designated by the 
State Governments in each district. 

(Paras 4.16 & 4.17) 

39. The additional revenue realised as a result of the partial 
integration of agricultural with non-agricultural income in the 
above manner should g 0 entirely to the State of origin of the 
agricultural income so aggregated. 

(Para 4.18) 

Chapter 5: Integrated Taxation of agricultural property through 
wealth-tax and of Capital Gains on agricultural assets 
through income-tax. 

40. The AHT should b e supplemented with a tax on agri¬ 
cultural property and a tax on capital gains arising out of tran¬ 
sactions in such property. 

(Para 5.1) 

41. It is now well settled that Parliament can legislate for 
the levy of tax on net wealth including the value of agricultural 
land. At present, however, the wealth-tax in general has a 
member of limitations due to numerous exemptions allowed. 
Many of the exemptions now allowed are regressive in effect 
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•If it.is considered necessary to stimulate saving or to promote sav- 
ong in particular forms, tne financial institutions concerned may 
-be enaoled to offer higher rates of return to all investors. 

(Paras 5.2 to 5.8) 

42. Wealth-tax should be levied on a family basis. The 
•basic exemption limit may be raised to Rs. 1.5 lakhs and all 
■other exemptions done away with as far as possible. If the 
•exemption limit is so fixed lew families in agriculture would be 
required to pay any wealth-tax on their own agricultural hold¬ 
ings, unless they have substantial assets in other forms as well. 
With the removal of all exemptions other than that provided by 
ffhe basic exemption limit, there would be a case for lowering 
the rates of tax in order that assessees on the margin of the 
•exempted limit are not too heavily burdened. 

43. Value of shares in companies and cooperatives should bo 
included in full in the taxable wealth of the share holders and 
their market worth determined rigorously. No concession should 
be given to religious and charitable trusts in the matter of 
'Wealth-tax. 

(Paras 5.9 to 5.12) 

44. Valuation of farm lands for wealth-tax purposes should, 
generally, be made through the method of income-capitaliza¬ 
tion. A simple and adequate method would be to take 4 to 6 
times the rateable value of a holding averaged over a period of 
-years. Guidelines may be issued to the assessing officers regard¬ 
ing factors to be kept in view while taking a decision about the 
figure of the multiplier to be adopted for income-capitalization. 

v 'Paras 5.13 to 5.18.) 

45. The definition of capital asset should be so widened as to 
-permit taxation of capital gains from transfer of all agricultural 
'lands irrespective of their location. Gains from transaction in 
assets held for not more than a year should be treated as ordi¬ 
nary income and taxed accordingly. To mitigate the inequity 
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involved in the taxation of capital gains derived from sale of 
assets held for more than a year at progressive rates a method 
of prorating the long-term capital gains over a number of years, 
without reopening any back year’s assessment may be followed. 
Treatment of losses on long-term capital assets might continue: 
as at present. The exemption of long-term capital gains from 
tax currently allowed (when a non-corporate assessee’s in¬ 
come does not exceed Rs. 10000 or when the gains are less than 
Rs. 5000) should go once the prorating method is adopted. 

(Paras 5,19 to 5.25.) 

46. As capital gains are not taxable until an asset is sold, 
other alternatives have to be looked for in order to recoup a 
part of the cost of development projects within a reasonable 
period. 

(Paras 5.26 & 5.27.) 

47. The additional revenue likely to be realised if the tax 
on agricultural wealth and on capital gains on agricultural 
assets is operated on an integrated basis on the lines suggested 
would be around Rs. 100—150 crores. 

(Para 5.28.) 

Chapter 6: Related Matters 

48. As has been suggested for the AHT the basic unit of 
assessment for income-tax and wealth-tax also should be the 
family consisting of the husband, wife and minor children 
being the unit of income-receipt, of consumption and all related 
dicision making. However, when the family is made the tax 
unit, a deduction may be allowed from salary income at the rate 
of 10 per cent of the joint income of the spouses when both are 
employed outside the household (and 20 per cent of the income 
of a surviving spouse with minor children to maintain), subject 
to a maximum of Rs. 2000. 


(Paras 6.1 to 6.12) 
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49. With the adoption of the family as the basic tax unit, 
the recognition of the Hindu Undivided Family as a tax entity 
should be withdrawn. 

(Paras 6.13 & 6.14). 

50. Income from livestock-breeding and poultry and dairy 
farming, which is now exempt from taxation should be subjected 
to income-tax. 

(Para 6.15). 

51. Irrigation water should be viewed as an input and 
should be priced to cover the cost of providing it. Under- 
pricing of inputs like water is, undesirable except in the initials 
stages. The betterment levy is unsuitable as an instrument for 
recovering capital cost of projects. In the case of certain kindu 
of public investment, such as those involved in urban develop¬ 
ment, the capital costs may be recouped by setting up a Land 
Commission and vesting it with power to “acquire, manage and 
pricing of inputs like water is, undesirable except in the initial 
dispose of land.’ 1 ' The Land Commissions can play a useful 
role in framing and securing the financial support for develop¬ 
ment programmes. 


(Paras 6.16 to 6.20) 
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Direct taxes on agriculture levied by the States, of. the Indian. 

Union 

The pattern of direct taxes on land and land-owners levied by 
the States in India at present is complex and variegated. This, 
is largely the outcome of a long evolution . 1 

Even at the time the British rule came to be established im 
India the complexity and lack of uniformity in the land taxi 
system was evident. The system founded at the time of Akbar* 
whereby lands were classified according to soil quality and pro¬ 
ductivity and the tax payable was fixed as a fraction of the ave- 
rage gross produce, no longer obtained in. its original form im 
different parts of the country. With the weakening of the central, 
authority towards the latter part of the Moghul rule direct con¬ 
tact between the peasants and the emperor was gradually lost 
in the matter of tax collection. The provincial rulers and chiefs 
found it convenient to leave the task of revenue collection to 
.gents who undertook to pay fixed amounts as land revenue to 
government while realising for themselves, much larger sums from- 
the peasants. 

In their early days, the East India Company followed the 
practice of farming out areas for revenue collection on auction* 
periodically. Finding that this produced undesirable results— 
as the highest bidders tried to extract the maximum amount from 
the cultivators—the authorities replaced this system by perma¬ 
nent settlement in Bengal and parts of Bihar and Orissa. The 
zamindars on whom lands were thu s permanently settled could 
retain their land and also the additional revenue they succeeded 
in realising from the tenants, provided they paid their dues fixed 
permanently at the time of settlement, which was ten-elevenths of 
the produce after deducting the cost of collection. Though found 
burdensome in the beginning, this system came to stay - in the 
eastern region. “As time went on, however, cultivation was ex¬ 
tended, prices rose and the rents increased. The burden of assess¬ 
ment on the zamindars became lighter. Many of the zamindars 


i. For a brief but excellent account of the evolution of the land revenue- 
system in India upto the early nineteen fifties vide Report of the Taxation: 
Enquiry Commission, 1953-54; Government of India (Ministry of Finance),. 
Vol. Ill pp. 181 — 197 . 
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sub-let their zamindari or portions thereof to others and avoided 
even this trouble of directly collecting rents from their tenants .” 2 
Some other parts of the country also viz., Benaras, parts of 
Madras and Assam were brought under the system of permanent 
settlement. 

In some other areas however (such as U.P. and Punjab) settle¬ 
ments were made ‘Mahalwari’—that is, with village communities, 
and the “villagers were held jointly and severally responsible for 
the payment of revenues”. In Madras and Bombay regions, set¬ 
tlements were made directly with the individual ryots. The settle¬ 
ment, both under, the mahalwari and the ryotwari systems, was 
fixed for a definite period and not in perpetuity, and the settle¬ 
ment was generally preceded by survey and clssification of the 
lands. 

The basis adopted for land revenue assessment in the earliest 
ryotwari settlements was the ‘net produce’, and the Govern¬ 
ment’s dues were fixed as a fraction thereof. The system how¬ 
ever did not work as the assessment was often unbearably high 
and the dues fell into arrears. Subsequently the ‘empirical’ 
method was followed, and the basis for assessment was the 
‘actual assets’ or the rent paid in practice bv the tenants. When 
the rent was considered unrealistic, ‘fair rent’ was substituted. 
With modifications these methods were followed in Punjab and 
Central Provinces. Later, attempts were made to classify soils 
carefully and to ascertain the rent-paying capacity of each class 
of soil. 1 

An important feature of the land revenue system evolved 
during the British period was the system of suspension and 
remission. Following the report of the Famine Commission of 
1901, provision was made for relief by wav of suspension and 
remission of land revenue in the event of failure of crop (usually 
more than half the crop). In some States the provision took 
statutory form while in others this was provided for through exe¬ 
cutive instructions. 

With the emergence of independent India, and the merger 
of the ‘Native States’, inter-regional disparity in the land revenue 
system got further widened. Few of the erstwhile ‘Native States’ 
had a properly organised system of land revenue. Large areas 


2. Ibid, page 183. 



had remained unsurveyed and unsettled. Land reforms intro¬ 
duced after independence complicated the picture further. 
While intermediaries between the occupants of land and the 
Government were eliminated, the land revenue payable by the 
occupants was fixed at the same rate at which rent was paid 
by them to the intermediaries; and in many instances, the rent 
had been fixed through bargaining. Often ‘nazaranas’ had been 
taken as the premium for a lease, resulting in a relatively low 
rate of rent being fixed on the land revenue payable by the 
tenants to the zamindars or intermediaries. 

To ensure a degree of uniformity in the land revenue sys¬ 
tem even within a State, and to bring it up-to-date, re-settle¬ 
ments were called for. While this was undertaken in some 
States, it could not be carried out fully in all parts as it was 
both expensive and time-consuming. Mostly, the assessments 
are now many decades old. Sporadic attempts were made by 
some States (e.g. Kerala) to achieve at least some uniformity 
by levying a flat basic rate, but this encountered difficulty be¬ 
cause of legal objections which could be got over only by in¬ 
cluding the! relevant legislation in the Ninth Schedule to the 
Constitution. 

Meanwhile, to meet the growing and urgent needs of finance, 
the States started levying surcharges and cesses based on land 
revenue. Many of these cesses and surcharges had been levied 
even earlier primarily by way of ‘local rates’. After indepen¬ 
dence, these came to be supplemented by surcharges intended 
to introduce a measure of progression in land revenue. Where, 
as in Andhra Pradesh, this did not succeed on legal grounds, 
existing rates of land revenue were enhanced at a soecified rate 
fixed separately for dry and irrigated lands. In some States, cesses 
on crops were also levied, particularly on crops of high value. 

Since 1938, agricultural income-tax has also been introduced 
in a number of States—though in impact and yield it has made 
little headway anywhere except in the case of plantations. 
Separate plantation taxes have been introduced in some States 
(like Kerala). Betterment levies have been tried by others (like 
Punjab) to recover a portion of the cost of relatively large 
irrigation projects and public works and/or to realise a fraction 
of the increment in the value of lands benefiting from such pro¬ 
jects; these experiments did not prove to be successful. Land 
revenue has been abolished in some States or exemption was 
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given to small holdings. To make up for the loss, some States 
introduced a ‘Land Development Tax’. 3 

Taken together, the, land revenue system as now obtaining 
in India bears the marks of ad hoc and make-shift attempts 
at improvements and change, and is thus characterised by multi¬ 
plicity of taxes, wide variation in the range of the different rates 
imposed, and lack of uniformity as between areas in the same 
region. Failure to carry out resettlements and revision for 
many years has sharply reduced the position land revenue once 
occupied in the public revenues and to some extent undermined 
its rationale itself. At present land revenue (including surcharges 
and cesses based on land revenue) and agricultural income-tax 
account for a relatively small proportion of net output from 
agriculture (Table I). 


A brief account of the direct taxes on agriculture now in 
force in the different States is given below 4 . A statement show¬ 
ing the principal direct taxes levied on farmers by the States is 
given in Table II. 

ANDHRA PRADESH 

Direct taxes on agriculture levied now in Andhra Pradesh 
fall under the following categories:— 

1. Land revenue; 

2. Cesses based on land revenue; and 

3. Betterment levy. 


3. Though irrigation/water rates are levied in most of the States, they 
-primarily constitute charges for input. Hence these are left out of account in 
this survey. Note has been taken where water rates are compounded into the 
land revenue. 

The account is based mainly on the information furnished to the Com¬ 
mittee by State Governments. Where the information supplied by the State 
Government was scanty, attempt was made to supplement it from other sources 
like memoranda presented to the Fifth Finance Commission and Reserve 
Bank Studies. The survey covers only the direct taxes levied on farmers by 
the respective States and does not include the taxes levied by the Centre 
such as wealth-tax on agricultural land. 



122 


Land Revenue : Broadly speaking, land- revenue payable it& 
Andhra Pradesh represents the commuted value of the Gov¬ 
ernment share of cultivation. In the Andhra region of thee 
State (which is one of the two main regions comprising the 
State, the other region being Telengana), the revenue assess¬ 
ments were made during the course of ryotwari settlement* 

The original settlements on ‘ryotwari’ lands were made on a. 
detailed survey and classification of land. Soils of similar grain, 
values were classified under groups called ‘taram’ and each taram.. 
had its own rate of assessment. The gross yield per. acre o£. 
land of each category was estimated with reference to a stand¬ 
ard grain, viz., paddy for wet lands and bajra, jowar, ragi, etc* 
for dry lands. The net value of the yield was taken at the 
‘commutation rates’, i.e the average price of the grain in 20’* 
immediately preceding non-famine years after making allow¬ 
ance for transport charges and merchants’ profits. Allowance 
was also made for fluctuations of weather, variations in yield 
within a holding, and estimated expenses of cultivation. Not 
more than half of the net output so calculated, was fixed a& 
the Government’s share. While fixing the amount payable,, 
account was also taken of the transport and marketing facili¬ 
ties and, in the case of wet lands, the availability of water 
through irrigation sources. 

In the Telengana region, the basis adopted for assessments, 
was mainly ‘empirical’. A group of villages was assigned a 
particular maximum rate varying according to soil and agro- 
dimgtic conditions. Net income and the capacity to pay were 
also kept in view. 

The original settlements in the ryotwari areas were carried 
out during the years 1864—J898. Resettlements, which were 
expected to be undertaken after 30 years of each settlement 
were •aimed mainly at revising the commutation prices of the 
standard grains and not the soil classification or estimate of 
vield. Enhancements of tax were however made sparingly. 
Resettlements were finally abondoned in 1937. 

Though based on productvity, the rates differed consider¬ 
ably between the Andhra and the Telengana regions. Besides, as- 
re-settlements were made long ago, the ‘pitch of assessment*' 
differed as between districts or tracts settled or resettled at 
different points of time. Some uniformity in the ‘pitch of asses¬ 
sment’ was sought to be brought about as between several set¬ 
tlement tracts in the Andhra area through the Andhra Land 
Revenue Assessments (Standardisation) Act, 1956. Similarly, 
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for the Telengana area the Hyderabad Land (Special Assess¬ 
ment) Act, 1952 had been passed. An element of progression , 
was also sougnt to be introduced in land'revenue through the- 
Andhra Pradesh Land Revenue (Surcharge) Ac.., 1956. When 
the State of Andhra Pradesh came into being, the Andhra Pra¬ 
desh Land Revenue (Surcharge) Act, 1957 was enacted. A 
levy on some commercial crops like, plantain, .sugarcane,, tobaccos 
and cotton, etc. was provided for through the A.P. Commer> 
cial Crops Assessment Act, 1957. 

An attempt to rationalise the land revenue structure and, ii_ 
the process, to raise the rates of revenue in view of the rise in- 
prices and ‘to make the ryots bear equitably their share in tht 
burden of the (Five Year) Plans’ was made through the Andhrt 
Pradesh Land Revenue (Additional Assessment) and Cess R r 
vision Act, 1962 which came, into force from July 1,> 1962. THE 
Act enabled the Government to levy an additional assessment 
at 75 per cent of the standard dry rates, and to raise the wet 
assessments from 50 to 100 per cent, subject to certain maxi¬ 
ma and minima. With this enactment, the Land Revenue Sur¬ 
charge Act of 1957 and the Commercial Crops Assessment Act 
of 1957 were repealed. The A. P. Land Revenue (Additional 
Assessment) and Cess Revision Act, 1962 was however struck 
down as unconstitutional by the High Court and this decision 
was upheld by the Supreme Court. The main grounds on which 
the Act was considered violative of the Constitution were as 
follows: 

“Under this Act the whole scheme of ryotwari settlement 
was given up so far as the minimum rate was concerned 
and a flat minimum rate was fixed in the case of dry 
lands without any reference to the quality or fertility 
of the soil and in the case of wet lands a minimum . 
wet rate was fixed and it was sought to be justified by 
correlating it to the ayacut. Further the whole im¬ 
position of assessment was left to the arbitrary discre¬ 
tion of the. officers not named in the Act without giving 
any remedy to the assessors for questioning the cor¬ 
rectness of any of the important stages in the matter 
of assessment, such as ayacut, taram, rate of classifi¬ 
cation or even in regard to the calculation .of the 
figures. Not only the scheme of classification 
has no reasonable relation to the objects sought 
to be achieved, viz-, fixation and rationalisation of rates 
but the arbitrary power of assessment conferred under 
t!ie Act enables the appropriate officers to make 
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unreasonable discrimination between different persons 
and lands. The Act clearly offends Art. 14 of the 
Constitution”. 3 

In the wake of this pronouncement the Andhra Pradesh Land 
Re,venue (Enhancement) Act, 1967 was enacted with retrospec¬ 
tive effect from July, 1962. Under this Act, standard dry assess¬ 
ment was enhanced by 75 per cent all over the State, by 100 per 
cent in the case of wet lands in Andhra area, and 30 per cent 
in the case of wet lands in Telengana area. The Andhra Pradesh 
Commercial Crops Assessment Act, 1957 and the Additional Wet 
Assessment Act, 1956 and the Surcharge Act, 1957 were repealed. 
The Andhra Pradesh Land Revenue (Enhancement) Act, 1967 
provided for certain concessions: 

(i) Lands served by certain types of irrigation sources, 
which were hitherto treated as wet, were declared 
as dry lands and charged accordingly. 

(ii) Pattadars who were paying ,Rs. 10 or less were exemp¬ 
ted from land revenue in respect of dry lands held 
by them. 

(iii) Provision was made for allowing reduction or exemp¬ 
tion from levy of additional land revenue in cases of 
hardship. 

Land revenue assessments on ‘wet land contain a com- 
poundded element of water rate. (Irrigated lands included in the 
ayacut of a public irrigation source are classified as ‘wet’ and 
‘dry' - ). The present rate of land revenue on unirrigated land 
(dry) in Andhra Pradesh is on the average approximately Rs. 1.98 
and on irrigated land (wet) Rs. 13.28 per acre. The rate of as¬ 
sessment varies however from district to district. The minimum 
wet assessment in the Andhra area is Rs. 2.24 per acre (Ananta- 
pur) and the maximum is Rs. 28.50 (East Godavari). The mini¬ 
mum dry assessment in Andhra is Re. 0.21 per acre and the maxi¬ 
mum Rs. 14.44. In the Telengana area the minimum rate for wet 
land is Rs. 4.62 (Adilabad) and the maximum Rs. 32.40 
(Hyderabad), while the maximum dry assessment is Rs. 6.76 and 
the minimum Re. 0.10. 


3. Stare of Andhra Pradesh and another v. Malla Raja Reddy and Others, 
AIR 1967 SO I 458 - 
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Cesses: Cesses are levied at the rate of 25 paise per rupee of 
land revenue in Telengana area as local cess and at the rate of 
37 paise (18 paise land cess and 19 paise education cess) in 
Andhra area. There are no surcharges on land revenue. 

Betterment levy: Betterment levy is charged in Andhra 
area under the Andhra Pradesh Irrigation (Levy of Betterment 
Contribution and Advance Betterment Contribution) Act, 1955, 
which permits the State Government to levy betterment contribu¬ 
tion on owners of lands benefiting or capable of benefiting from 
any public work, the cost of which exceeds Rs. 1.5 lakhs. The 
betterment levy is not to exceed one-half of the increase in the 
value of the land between the date of commencement and the 
completion of the work. The betterment contribution has to be 
levied and collected after the expiry of three years from the 
date of completion of the construction, expansion or alteration 
of the work. 

Ordinarily, in 'areas covered by irrigation projects, better¬ 
ment contribution is leviable at the rate of Rs. 200 per acre for 
conversion from dry to wet land, Rs. 100 per acre in the case of 
dry to ‘irrigated dry’, and Rs. 50 per acre from ‘precarious wet’ 
to ‘assured wet’. The levy is payable in 20 ■annual instalments. 
Advance contribution under the head is also collected. 

With effect from January 11, 1960 the provisions of the 
Andhra Pradesh Irrigation (Levy of Betterment Contribution) 
Act, 1955 have been extended to the Telengana area. 

Agricultural Income-tax: There is no agricultural income-tax 
in Andhra Pradesh. It was levied in the Telengana area as part 
of the Hyderabad State till 1957. The tax was abolished in 
1957 because of its low yield. 

ASSAM 

In Assam the principal items of direct taxes on farmers are 
land revenue, local rate or cess, betterment cess and agricultural 
income-tax. 

Land Revenue : Land revenue assessments in Assam are not 
made on a uniform basis for the whole of the State, the method 
adopted for ‘temporarily settled’ areas being different from that 
followed in permanently settled ones. 
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Classification of land for purposes of land revenue does not 
proceed on the categories of dry, wet or garden. Lanas in 
temporarily settled areas in the seven plains districts of the 
State are hrst surveyed and classified according to princi¬ 
ples laid down in the Assam Land Revenue Reassessment 
Act, 1936 and the rules framed thereunder. Classification of 
land and assessment of revenue is made after considering the 
fertility of the soil, the economic condition of those mainly de¬ 
pending on agriculture for their livelihood, facilities of communi¬ 
cation and susceptibility to damage by calamities or depredation 
by wild animals. Assessment is made on ‘soil unit’ system and 
the rate varies from place to place. 

Land revenue is assessable as a fraction of the net income 
from agricultural produce, upto a maximum of 10 per cent. 
Rate per bigha is fixed for each class of land in each class of 
village. The rates are liable to be increased on re-settlement 
but within certain limits. 

Resettlement operations have been carried out and the land 
revenue assessments have been revised upward in some districts. 
In two districts (Kamrup and Sibsagar) resettlement was done 
in 1964 while some portions of Cachar district were settled in 
1954 and Nowgong in 1970. Resettlement operations are now 
being carried out in the districts of Dibrugarh, Lakhimpur and 
Darrang districts. In the two districts last named, the last set¬ 
tlement was made in 1930-34. 

Lands under ‘special cultivation’ such as cultivation of tea 
are settled under separate rules. To encourage production of 
tea, land was settled free or at concessional rates in many cases. 
Depending on the terms and conditions of the lease, the rates 
vary from grant to grant. The rates were revised according 
to the Assam Revenue-Free Waste Lands Grants Act, 1948. 
But these are still relatively low. In Cachar for example, the 
land under tea is charged at the rate of Rs. 3.75 per acre. 

Local rate : In addition to land revenue, settlement holders 
have to pay a cess, commonly known as ‘Local rate’, at the rate 
of 25 paise per rupee of land revenue. This is levied under 
the Assam Local Rate Regulations 1879. The collections from 
local rates in the rural areas go entirely to the panchayats. 

Betterment cess of Rs. 5 per acre, is payable in respect of 
land covered by the two irrigation projects viz., Kalibar Lilt 
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ilrrigation Project and Longer Irrigation Scheme. This is in 
'.addition to the annual water rate charged at varying rate for 
different types of crops. 

Agricultural Income-tax : Levied since 1939, agricultural 
income-tax is payable in Assam by individuals, Hindu undivi- 
ided families, firms and companies. Tax is payable on the net 
agricultural income at the rate specified annually. The major 
..portion (99 per cent) of the revenue of the State from this tax 
comes from tea gardens. Assessment of tea garden incomes is 
however made on the basis of the income determined by the 
“Central Income-tax authorities. 

Exemption limit is Rs. 500 since 1970-71. The rates 
range from 5 per cent to 62 per cent. In the case of companies, 
the tax is levied at a flat rate ranging between 47 per cent to 62 
•per cent depending on the total income of the company. 

BIHAR 

In Bihar direct taxes are levied on agriculture under the 
"following heads: 

1. Land Revenue; 

2. Cesses based on land revenue; 

3. Betterment levy; 

4. Tax on agricultural incomes. 

Land Revenue: Till the abolition of zamindari land re¬ 
venue in Bihar was governed by the Permanent Settlement Re- 
■solution of 1793, according to which land was permanently 
settled with the zamindars, who were free to induct ryots or 
under-ryots for actual cultivation of the land and collect rent 
from them. The zamindari could f iX th~ rent for land cultivat¬ 
ed by the tenants at their discretion. The rate of rent per acre 
fixed by the zamindars varied not only with the quality of the 
land but also with the lump sum payment called ‘Salami’ which 
would be paid by the ryots. When the ‘Salami’ was large, the 
sent charged was low. 

The tenancy laws imposed certain limitations on the discre¬ 
tion of the landlords to vary the rent. However, there was 
■no restriction on the amount of rent charged by the landlord in 
respect of land which had not been settled earlier and which 
■was settled by him with a tenant for the first time. The rate of 
rent which came to prevail in Bihar therefore had no relation¬ 
ship to the productivity of land, being determined by extraneous 
factors. There was no uniformity in the rent paid for land of 
the same area even if the quality was the same. 
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With the abolition of zamindari, the State Government be¬ 
came entitled to recover from the cultivators whatever rent was- 
payable by them to the erstwhile landlords. In respect of land, 
retained for their own cultivation, the ex-landlords were treated 
as tenants and the Government had to assess the rent payable its 
respect of such lands separately. On the abolition of inter¬ 
mediary rights, the State Government started collecting rent from 
the cultivators at the rates already in force despite the prevail¬ 
ing disparity in the rate of rent payable in respect of lands of 
the same productivity. 

Since January, 1971, exemption has been given from pay¬ 
ment of land revenue to irrigated holdings of upto 31 acres and 
unirrigated holdings of upto 7 acres. 

Settlement records indicate the average rate of rent worked 
out for local areas and the average per acre varies from 50 paise 
in Ranchi district to Rs. 7.50 in the district of Patna. But 
these represent no more than mere arithmetical averages and do 
not imply that there has been a scientific assessment of the pro¬ 
ductive capacity of each holding. The classification of land 
was not related to the availability of irrigation from any assured 
or controlled source, but was mainly based on the fitness- 
of the land to grow certain types of crops. This classification 
does not reflect the results of improvement of irrigation facilities 
over the decades and alterations in the land use pattern. 

In many districts the last original survey of lands, 
relates to a date as far back as 1892 to 1908. After the aboli¬ 
tion of the zamindaries, survey and settlement operations were 
undertaken in some districts. But these could be completed 
only in about four districts so far. 

Cesses: Under the Cess Act 1880, local cess is levied op- 
holdings at the rate of 61 per cent of the land revenue. In 
addition an education cess is also levied. 

Under the Bihar Primary Education (Amendment) Ordin¬ 
ance, 1970, promulgated in September, 1970, the rate of cess 
has been increased from 6$ per cent to 15 per cent of the land 
revenue. The increased rate is not applicable to “uneconomic 
holdings'’ i.e., holdings of upto 3} acres of irrigated and 7 acres 
of un-irrigated land. 

Betterment levy: Under the Bihar Irrigation and Flood Pro¬ 
tection (Betterment Contribution) Act, 1959, the State Govern¬ 
ment is empowered to levy and recover a betterment contribu- 


41JC idle vanes Hum piaec iu piaee. 
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ion from the owner of any land which in its opinion is benefited 
by any irrigation work or flood protection work. The rates of 
‘betterment contribution’ for lands in rural areas vary from 
Rs. 50 per acre to Rs. 120 per acre. 


The procedure laid down in the Act and the rules relating 
to betterment contribution are cumbersome and complicated. 
Though the Act has been in force for about a decade, the yield 
has been nil. 


Agricultural Income-tax'. Bihar was the first among the 
Indian Provinces to introduce income-tax on agricultural 
incomes. The Bihar Agricultural Income Tax Act, 1938, pro¬ 
vided for tax on agricultural incomes exceeding Rs. 5000. Such 
tax was payable only in respect of ‘net agricultural income 
which was arrived at after allowing for deduction under several 
heads The agricultural income, at the option of the assessee, 
could also be ‘ deemed’ for the purposes of assessment, to be a 
multiple of the rent. 

The Act of 1938 was subsequently replaced by Agricultural 
Income Tax Act, 1948. The major change was that the exemp¬ 
tion limit was reduced front Rs. 5000 to Rs. 3000, so as to 
cover a large number of assessces. The provision for presump- 
tive assessment of agricultural income as a multiple of rent/ 
cess was also omitted in the 1948 Act. 

The rate of tax ranges from 5 per cent of income in the low¬ 
est slab to 25 per cent in the slabs above Rs. 22000; super-tax is 
levied on incomes exceeding Rs. 25000 at rates varying from 
6 per cent to 33 per cent. 


The vteld from agricultural income-tax increased from Rs» 
32 lakhs in 1948-49 To Rs. 69 lakhs in 1950-51. But after the 
abolition of zamindari there was a gradual decline m the collec¬ 
tions which was partly attributed to large scale evasion. In 
1970-71 the yield was no more than Rs. 32 laxns. 


GUJARAT 

The principal direct taxes on farmers in Gujarat are land 
revenue and cesses based on land revenue. 

66 M. of Fin.— 10 . 
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Land Revenue: The State of Gujarat is divided into the 
(following areas for purposes of revenue assesssment:— 

(i) Gujarat district of ex-Bombay Presidency; 

(ii) Merged States, areas and territories; 

(iii) Former State of Saurashtra; and 

(iv) Former State of Kutch. 

In the Gujarat districts of ex-Bombay Presidency, the prin¬ 
cipal method of land revenue assessment was survey and settle¬ 
ment carried out according to the Land Revenue Code. For 
purposes of settlement, villages in a taluka were divided into 
groups on the basis of physical configuration, climate and rain¬ 
fall, markets, communications, standard of husbandry, supply 
•of labour, agricultural resources, population, areas occupied and 
cultivated during the last 30 years, agricultural wages, prices of 
agricultural commodities, yield of principal crops, rental value 
or sale value of land. The maximum limit of agricultural 
assessment was fixed at 35 per cent of the rental value 
of land. An assessment remains in force normally for 30 years 
or longer till it is revised. In 1956, gross yield was adopted 
as the basis for determining the standard rates of assessment in 
place of rental value, as rental values did not reflect current 
market conditions. However, no new settlements have been 
made since the revision of the law in 1956. 

In the merged states of Saurashtra and Kutch no regular 
settlements were made. In certain ex-State areas, regular 
settlements more or less akin to the Bombay Land Revenue 
Settlement have been carried out and on this consideration such 
areas were treated as ‘deemed settled areas’ and the rates of 
assessment prevailing in these areas were brought on par during 
the year 1969-70 with the comparable general rates. For . the 
other merged areas, ad hoc rates of assessments have been fixed. 
These rates are to remain in force till regular settlements are 
Introduced. 

The maximum rates of land revenue per acre in Gujarat vary 
from Re. 1 to Rs. 13 and the minimum from 37 paise to Rs. 2. 
No land revenue is recovered from khatedars (land holders), 
whose holdings do not exceed one-sixteenth of the ceiling as 
specified in Gujarat Agricultural Land Ceiling Act, 1960. 
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Cesses: In addition to the basic land revenue, cesses based 
on land revenue are levied. These are Education Cess and the 
Local Fund cess. 

Under the Gujarat Education Cess Act, 1962, a cess at the 
rate of 20 per cent of the land revenue assessment is levied on 
rail agricultural lands. The rate of Local Fund Cess was raised 
(from 20 per cent to 50 per cent of the ordinary land revenue 
with effect from August 1, 1965. There is also a provision 
*to raise it to 100 per cent. 

The net proceeds of local cesses go to the district Panchayats 
.and do not figure in the collections under the head ‘land revenue . 
However, 40 per cent of the proceeds from the Local Fund Cess 
are credited by the Panchayats to Government account as 
contribution by Panchayats for financing schemes under the 
Plans. 

Including the cesses mentioned above land revenue accounted 
'for roughly 1.75 to 2 per cent of the net output from agriculture 
tin the State in 1969-70. 

HARYANA 

Direct levies on agriculture in Haryana fall under the follow¬ 
ing heads:— 

1. Land revenue; 

2. Surcharge on land revenue; 

3. Special charge on land revenue; 

4. Commercial crop cess; 

5. Betterment levy. 

Land. Revenue: The basis of land revenue is provided by 
■surveys and settlements carried out under the Punjab Land 
■Revenue Act, 1887. The area to be assessed is generally 
-divided into groups of villages called “Assessment Circles” 
which are sufficiently homogeneous to admit of a common set 
■of rates being used as a general guide in calculating the land^ 
(revenue to be recovered. Land Revenue is based on net assets 
-which according to the Punjab Land Revenue Act, 1887, means 
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the estimated average annual surplus produce, as ascertainedt 
after deduction of all the ordinary expenses of cultivation includ¬ 
ing payments, if any, which the land-owner customarily bear 
wnetner in kind or in cash, either in whole or i n part, in respect, 
of water rates, maintenance of means of irrigation, maintenance- 
of embankments, supply of seed, supply of manure, improved 
implements etc. The land revenue rate is not to exceed ith of 
the net assets so arrived at. 

After the net assets have been worked out for an assessment 
circle, the total demand is spread over the individual estates 
within the circle and while doing so the difference in soils is 
kept in view and different rates are fixed for different classes 
of land. The distribution of village demand over individual 
holdings is made in consultation with the land-owners. On 
resettlement, the average rate is not to exceed the existing rate of 
land revenue by more than one-fourth. Limits, however, do not 
apply in the case of land in which canal irrigation has been 
recently introduced and to areas declared notified as urban 
assessment circle. The rates differ from one assessment circle 
to another. There are generally 4-5 such circles in a Tehsil. In 
each circle different rates are fixed for different types of soil. 

The land revenue rates were fixed at the time of settlement 
which took place in 1900—1910, except in Gurgaon district. 
where settlement took place in 1943 and parts of Ambala dis¬ 
trict where these were conducted during 1961—64. Productivi¬ 
ty has gone up considerably in diffc-ent districts. The percent¬ 
age of land revenue to income per acre varies as between differ¬ 
ent regions of the State. Where land revenue has not been 
revised after introduction of irrigation, owners’ rate is charged' 
from land owners in addition to water rate and betterment fee. 

Surcharge on Land Revenue : A surcharge on land with an- 
element of progression was imposed with effect from Rabi har¬ 
vest of the agricultural year 1953-54. Every land-owner paying 
land revenue in excess of Rs. 10 and not more than Rs. 30 is 
liable to pay 25 per cent of the land revenue as surcharge- 
and 40 per cent of the land revenue where it exceeds. 
Rs. 30. There is no surcharge on farmers paying land revenue- 
of not more than Rs. 10. 


Special Charge on Land Revenue: A special charge ow 
land revenue was imposed in Haryana with effect from Rabi,, 
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1958 under the Punjab Land Revenue (Special Charges) Act, 
1958. The rates at which the special charge is levied are indi¬ 


cated below: 

On the first Rs. 50 of land revenuej . . . . , ^ Nil 

On the next Rs. 50 of land revenue or part thereof . , 50% 

On the next Rs. too of the land_revenue or part thereof . 70% 

On the next Rs. 300 of land revenue or part thereof . . 100% 

On the next Rs. 500 of landjevenue or part thereof . . 150% 

On remaining amounts _ ....... 300% 


An additional surcharge on land revenue at the rate of 50 
per cent of the fixed land revenue is also levied for the develop¬ 
ment of Kurukshetra University/Town. The period of this levy 
has been extended upto 1973-74. In 1970-71, collections 
.under the head special charge and surcharge were only Rs. 2.53 
lakhs and Rs. 8.07 lakhs respectively, out of total collection 
of Rs. 167 lakhs under land revenue and crop cess. 

Local rates'. Apart from the above, local rate is levied at the 
rate of 50 per cent of land revenue and the receipts are distribut¬ 
ed among local bodies, Zilla Parishads and Panchavat Samitis. 
Further, 5 per cent of land revenue, special charges and sur¬ 
charge is levied, as ‘Pachotra’. The collections under ‘Pachotra’ 
are given to the headman through whom the land revenue and 
other charges are collected. 

Commercial Crop Cess : A cess on commercial crops, 
namely, cotton, sugarcane and chillies at the rate of Rs. 4 per 
acre in’the case of land which is irrigated by canal water and 
Rs. 2 per acre in case of other land, is levied since 1963, under 
the Punjab Commercial Crops Cess Act, 1963. 

Betterment Levy: Under the Betterment Charges and Acre¬ 
age Rates Act, 1952, betterment fee is leviable on lands on the 
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basis of unearned income of land-owners from the increase ins 
the value of their lands as a result of introduction of canal irri¬ 
gation so as to cover up the unproductive gap of the irrigated 
projects taken up since independence. 

The betterment fee is not to exceed 50 per cent of the increase 
in the ‘net assets’ of the land attributable to the introduction of 
the irrigation projects. Determination of the exact amount to 
be levied raises complex issues. Pending the finalization of 
detailed schedule, of charges, the Betterment Charges and Acreage 
Rates Act was amended to provide for the levy of advance pay¬ 
ment of betterment charges with effect from Kharif, 1958. 

HIMACHAL PRADESH 

In Himachal Pradesh, direct taxes on agriculture levied by, 
the State consist of land revenue and cesses. 

Land Revenue : Himachal Pradesh was created on April 
15, 1948 on the merger of several Princely States. The districts 
of Kangra, Kulu, Simla and Lahaul and Spiti were merged in 
November, 1966. Land settlements had been conducted in the 
Princely States by their erstwhile rulers. But by the time the- 
merger took place these settlements had, in most parts of the 
State, become due for revision. Himachal Pradesh Government 
undertook revision of settlement and this is still in progress. 

Land revenue is assessed on the basis of the estimated 
average money value of the net assets of the estate or group of 
estates in which the land is situated and is limited fo 1th of the 
estimated money value of the net assets of the assessment circle 
concerned. The assessment of land revenue is don e , according to 
classification of soils. ‘Net assets’ of the estate or net ‘letting 
value’ means the average surplus which the estate may yield after 
deduction of expenses of cultivation. The estimate of ‘net 
assets’ is made on a careful analysis of existing rents with a 
view to discovering what the normal rental for each class of 
land is. In case of ‘Batai’ land the acreage multiplied by yield 
gives the gross produce which multiplied by price gives the 
money value. The portion of the crop taken by the landlord 
being known the rental can be deduced from the value of the 
whole produce. The valuation is done on average prices of the 
produce over a cycle of years. Yield is taken on the basis of 
crop-cutting experiments. 
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The assessment is done circlewise. An “assessment circle” 
is a group of homogeneous estates sufficiently homogeneous to 
admit of a common set of rates being used as a general guide ia 
calculating the demands which can fairly be imposed on them. 
On arriving at the net assets of a circle in the above manner, 
the revenue is distributed estate-wise within the circle on the 
basis of inspection of estates by the Settlement Officers and, 
thereafter allocated holdingwise. 

The average rates of land revenue on irrigated and un¬ 
irrigated lands in the State are Rs. 5.41 and Rs. 2.76 per acre 
respectively. 

Cesses : The only cess on land revenue is local rate. This 
is being charged @ 20 per cent of the land revenue in old areas 
and @ 50 per cent of the land revenue in merged areas. With 
the enforcement of H.P. Panchayati Raj Act, 1968, w.e.f. 
15-11-1970, the maximum levy that can be imposed on this 
account is 50 per cent of the land revenue. Besides, there is a 
‘Pachotra’ payable to the Lambardar @ 5 per cent of the land 
revenue demand. 

JAMMU AND KASHMIR 

Direct taxes on agriculture prevalent in Jammu & Kashmir 
are land revenue, cesses and surcharge on land revenue. Agri¬ 
cultural income-tax was levied iri the State with effect from 
September, 1962. The levy has however been kept in abeyanc* 
at present as it proved difficult to administer. 

Land Revenue : The rates of land revenue prevalent in the 
State were assessed at the time of last settlement some 40-50 
years ago. The rates were assessed on the basis of class of soil 
and the average yield of the class. The amount so calculated 
for each assessment circle was spread over different classes of 
soil in that circle. Rates, therefore, are not uniform in a 
district and vary from one village/assessment circle to another 
village/assessment circle. The maximum and minimum land 
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revenue rates per acre (excluding cesses) in the three regions of 
the State are as follows:— 




Unirrigated 

Irrigated 




Maximum Minimum 

Maximum Minimum 



Rs. Rs. 

Rs. 

Rs. 

Kashmir Region 

. 

7-04 0-56 

10-32 

o-8o 

Jammu Region 

. 

4-15 0-05 

7-53 

O 

M 

O 

Ladakh Region 

t r ~ * _ • _ 

• 

11 • 1 1 • /V , s 

6-48 

0-21 


Kashmir region excludes mirbahi (Lake) areas where the 
rates are comparatively high and are as follows:— 


U n irrigated Irrigated Garden 

Max. Min. Max. Min. Max. Min. 

424 1-44 10-64 3'5 2 10-56 2*08 

From Kharif 1967 land revenue for holdings assessable to 
land revenue upto Rs. 9 has been exempted. 

Changes in the land revenue rates can be made only when 
a fresh assessment takes place. So far no settlement has been 
repeated anywhere except in the districts of Barmnulla and 
Poonch during the years 1954—60. However, the assessment 
rates were not revised even in these two districts. 

Cesses : Cesses are charged in the Jammu and Kashmir State 
under the following heads at the rates noted against each:— 





Percent 
of land 




revenue 

(i) Lambardari cessl 



5-00 

(ii) Patwar cess 

. 

, 

5-25 

(iii) Road cess 

, . 

, , 

2- 50 

(iv) Education cess 

. 

. 

0-75 

(v) Sanitation cess 

4 

» . 

. 1-56 

(vi) Kahchara i cess 

. 

• 

. 6-25 
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The cesses are levied for the purpose of general development 
of the villages. Patwar cess is levied for maintenance of village 
records, Road cess for development/maintenance, of roads, Edu¬ 
cation cess for providing education facilities and Sanitation cess 
for sanitation of the villages etc. Lambardari cess is, however, 
retained by the Lambardar of a village as his remuneration for 
collection of land revenue. 

Surcharge : A surcharge at the rate of Rs. 1.6 per acre has 
been levied from Kharif 1967 on all lands growing saffron, fruits, 
fruit trees, vegetables and vegetable seeds. An additional 5 
per cent of this amount is again charged as Lambardari cess. 

KERALA 

In Kerala, direct taxes on agriculture consist of a basic land 
tax, plantation tax, betterment levy and tax on agricultural 
incomes. 

Land Revenue : The land revenue in Kerala is collected 
under the Kerala Land Tax Act, 1961 in the form of a basic 
tax at a flat rate on all types of land except those belonging 
to Government and those which are granted exemption in public 
interest. The rate is Rs. 4.94 per hectare per annum. Basic 
tax is more in the nature of a token tax paid for the privilege 
of owning land as a mark of recognition of the sovereignty of 
the State. No account is taken of actual or potential income 
derived from land in this levy, except in respect of lands the 
gross income from which is less than Rs. 24.70 per hectare per 
annum. For lands with income below this level, the tax is 
levied at 1/5 of the gross income. 

The imposition of a basic tax at a flat rate however met with 
considerable legal difficulty. The, system of collecting land 
revenue at a basic rate was first introduced in the Travancore 
area of the State under the Travancore Land Tax Proclamation 
in 1946. After the integration of Travancore-Cochin State 
which took place on 1-7-1949, the basic tax system was extended 
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to the Cochin area also with effect from 1-4-1956 and the rates 
of tax was fixed at the rate then existing in Travancore area, 
namely Re. 1 and annas 9 per: acre. Under the Travancore- 
Cochin Land Tax (Amendment) Act, 1957 the tax system was* 
extended to the Malabar area with effect from 1-9-1957, and: 
the rate of tax was raised from Re. 1-9-0 to Rs. 2 per acre per 
annum for the entire State,. Thus for the first time the entire 
assessable lands in the State came to be assessed at a uniform 
rate with effect from 1-9-1957. 

In December, 1960, however, the Supreme Court declared^ 
the Land Tax Act of 1957 ultra vires of the Constitution. 
Lack of provision for reasonable classification of lands for 
purposes of assessment was the main ground on which the 
Supreme Court declared the Act invalid. Following this the- 
Kerala Land Tax Ordinance, 1961 was promulgated. The 
Ordinance was later replaced by the Kerala Land Tax Act, 
1961 which was also struck down by the Kerala High Court 
in 1962 on the ground that it was violative of Article 14, 19 
and 31 of the Constitution. 

In the Travancore area, where the basic tax system was 
introduced first, several complicated land tenures were abolished 
with the introduction of this system. The extension of the 
system to Cochin and Malabar also resulted in doing away with 
several tenures such as Pandaravaga, Puravaga etc. in Codim 
and new holding, old holding etc. in Malabar. The basic tax 
sought to lighten the tax burden on the lands and simplify the 
land revenue system. It was therefore considered necessary te- 
continue the system by making the Act immune from attacks m 
courts of law. With this object in view the Kerala Land Tax 
Act, 1961 was included in the Ninth Schedule to the Constitute© 
-of India as per the Constitution Seventeenth Amendment Act, 
1964. The Act was deemed to have come into force in the Tia- 
vancore-Cochin area with effect from 1-4-1956 and in the 
Malabar area with effect from 1-9-1957. Thus, the Kerala 
Land Tax Act, 1961 was deemed to have been in force in the 
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State as the law governing assessment .on land without any inter¬ 
ruption. As per Kerala Land Tax Amendment, Act, 1968, 
persons holding less than a total extent of 0.810 hectare of land- 
were exempted from, the levy of the. basic tax. 

The Kerala Land Tax Act, 1961 was again struck down, 
by the Kerala High Court in April, 1970 on the ground that no- 
authority was prescribed in the Act to assess and levy the basic 
tax and that while it contemplated concessional assessment no 
appeal was provided against the normal assessment which, under 
the Act, was done without affording the landholder an opport¬ 
unity of being heard as to the particulars of the land or the 
extent and measure of- his liability. Certain practical difficul¬ 
ties in the working of the Act in Malabar area on account of 
the definition of the landholder primarily as the “registered 
holder for the time being of any land” were also mentioned in. 
the judgement. Thus, collection .of .land-tax from the landholders- 
was held up after April, 1970. But voluntary payments made 
by the land holders were accepted. A little over Rs. 30 lakhs 
were received during the financial year, 1970-71 as voluntary 
payment towards arrears and current. 

The infirmities pointed out by the High Court, were sought, 
to be removed through the Kerala Land Tax (Amendment) 
Ordinance, 1972 promulgated on 29-1-1972 and the provisions 
of the Kerala Land Tax Act have been brought into force. 
According to the Ordinance of 1972 the exemption granted to 
the land holders who own below 2 acres was deleted with effect 
from 1-4-1971. The Ordinance was replaced by the Kerala 
Land Tax (Amendment) Act, 1972. 

There are no cesses or surcharge on land revenue in Kerala. 
But land cess is levied by the Panchayats at the rate of 1/16th' 
per cent of the market value of the land every year. 

Plantation Tax : Plantation Tax is levied in Kerala on 
plantations growing coconut, arecanut, rubber, pepper, tea,. 
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coffee and cardamom. The present rate of plantation tax is 
Rs. 50 per hectare of plantation area in excess of one hectare. 
The unit of assessment is the individual and the assessment is 
based on the extent of the ‘yielding’ area computed according to 
<lle number of trees and not on the basis of income from planta¬ 
tions. /he tax was first imposed in I960 at the rate of Rs. 8 per 
acre of plantation area exceeding five acres. The rate was en¬ 
hanced in 1967 to Rs. 50 per hectare in excess of plantation area 
of 2 hectares. From April, 1971 the exempted area was reduced 
from 2 hectares to 1 hectare. 

Betterment Levy : The statutes now in force in the State 
relating to betterment levy are: (i) Travancore-Cochin Irriga¬ 
tion Act, 1956 and (ii) Madras Irrigation (Levy of betterment 
contribution) Act, 1955. Under the former Act, Government 
is entitled to levy betterment contribution on land holders whose 
lands are benefited by major irrigation works, the construction, 
expansion or alteration of which was undertaken on or after 
1-1-1943. The Madras Act contains a similar provision which 
empowers the Government to levy betterment contribution on 
lands benefited by the irrigation works which cost Rs. 25000 
or more and was undertaken on or after 1-1-1947. The amount 
of betterment contribution is fixed on the basis of principles laid 
down in the Acts. 

Under the Travancore-Cochin Act. lands are grouped with 
reference to their tarams and commandahility and the annual 
increase in their gross produce consequent on the irrigation faci¬ 
lities being made available. Twenty times the annual increase 
in the gross produce is deemed to be the increase in the capital 
value of each class of land. The amount of betterment contri¬ 
bution payable is fixed at one-fourth of the sum by which the 
said increase in the capital value exceeds the cost of making such 
class of land fit for advantageous cultivation. The provisions 
in the Madras Act are similar with the difference chat the annual 
increase in the gross produce is capitalised at 10 times and the 
rate of betterment contribution fixed is half of the difference. 
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Administration of the betterment levy has encountered’ 
procedural and legal difficulties. The revenue settlement in’ 
the State was conducted decades ago and settlement records are 
not maintaind up-to-date especially after the introduction of the 
basic tax. Moreover, there are no reliable statistics to work¬ 
out the annual increase in the gross produce of each class of- 
land. It has not been possible so far to assess betterment levy’ 
in respect of any of the completed projects in the State. Hence,, 
the levy of betterment contribution has been kept in abeyance. 

Agricultural Income-Tax: The Princely State of Tranvancore 
and Cochin had full autonomy in the field of taxation. Income 
tax was introduced in Travancore as early as 1921-22 and agri¬ 
cultural income-tax was levied for the, first time in 1943-44. At 
the time of integration of Travancore and Cochin State on 
1-7-1949, the agricultural income-tax was in existence in both 
the States as part of the general income-tax. With the adoption 
of the Indian Constitution, however, the power of taxation of 
income other than agricultural income vested with the Centre 
and the State was left with the power to levy taxes on agricul¬ 
tural incomes alone. To provide for the levy of tax on agricul¬ 
tural incomes the Travancore-Cochin Income-tax Act. 1950 was 
enacted with effect from April 1, 1951. It was modelled on the 
lines of Indian Income-tax Act, 1922. 

Agricultural income-tax was levied in the Malabar area under 
the Madras Plantation Agricultural Income-tax Act, 1955. This 
was restricted in application to incomes from plantations. The 
T.C. Income-tax Act which was enforced in Travancore-Cochin 
area was extended to Malabar consequent on the reorganisation 
of the States. Certain changes were also made in the structure 
of taxes. 

The present agricultural income-tax structure in the State 
consists of income-tax and a super-tax. Different rates are 
adopted (i) for individuals, Hindu undivided families etc. and 
(ii) for companies. No tax is leviable if the total agricultural 
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income of an individual is less than Rs. 5000. In the case of 
Hindu Undivided Family, the exemption limit is Rs. 7000. 
Also, the first Rs. 2000 of the income of an assessee other than 
a company is exempted from agricultural income-tax. No super¬ 
tax is_ levied on the first Rs. 25000. According to available 
figures, roughly 85 per cent of the revenue under agricultural 
income-tax is contributed by the big plantations and about 15 
per cent comes from assessees other than companies. Tax 
evasion is believed to be practised on a fairly wide scale in the 
State. 


MADHYA PRADESH 

The principal items of direct tax levied on farmers by Madhya 
Pradesh Government are the land revenue, a graduated surcharge 
on land revenue, crop cesses and betterment levy. 

Land Revenue : The State of Madhya Pradesh as it exists 
today, was formd on 1st November, 1956, through the integra¬ 
tion of different administrative units viz■ Mahakoshal, Madhya 
Bharat, Vindhya Pradesh and Bhopal State and part of Rajas¬ 
than. Prior to integration, the structure of taxation was diffe- - 
rent in the various integrated units. The erstwhile Princely 
States had their own system of land revenue and settlement. In 
all the units, generally, the, rental assessment on holdings was 
based on soil classification and for each village there were acreage 
rates for different kinds of soil. The settlement operations in 
the various parts of the State were carried out at different times 
and thus there is wide disparity in the incidence of land revenue 
in the State. For enhancement of assessments the Land 
Revenue Code provides for statutory inquiries into the profits 
of agriculture. No settlement has however taken place in any 
region after 1940 (in Mahakoshal after 1932). 

In 1966 land revenue on holdings upto 7i acres or 
holdings bearing land revenue of Rs. 5 or less was abolished. 
In 1968, land revenue on all holdings was abolished and instead 
Land Development Tax was imposed on holdings of more than 
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30 acres or holdings which were assessed to the land revenue 
more than Rs. 5. But in 1969 this tax was abolished and 
land revenue was restored. 

Recently, under the Madhya Pradesh Land Revenue Code 
Aingidment Act, 1972, land owners (‘Bhumiswamis’) with 
more than 5 acres of land have again become liable to pay 
iJand revenue. 


Surcharge/Cess on Land Revenue: With effect from 1st' 
April, 1972, a surcharge on land revenue has been imposed at 
the following rates : 


CA) (x) Where the holding or land is ten 50 percent of the land revenue, 
acres or more but does not exceed 
20 acres: 


(11) Where the holding or land is 20 75 percent of the land revenue, 
acres or more but does not exceed 
30 acres: 


SB) 


(iii) Where the holding or land is 
thirty acres or more: 

In the case of the holding of a Bhumi- 
swami or land held by a Government 
lessee under one lease which is irri- 
’ gated from a major or medium irri¬ 
gation project: 


100 percent! of the land 
revenue. 


In addition to rates given in 
(A) above Rs. 5 per irrigated 
acreage of holding or part 
thereof in excess of half an 
acre. 

Besides, every tenure holder, tenant other than a sub-tenant 
•and Government lessee is liable in respect of the land held by 
him within a Gramsabha area to pay a cess to the Gram Pan- 
c&ayat at the rate of 10 Paise per rupee or part thereof (exceed- 
sng 50 Paise) on land revenue or rent assessed on such land. 
Und^r the Panchayat Act, 1962 the State Government has fixed 
a rate of cess at 10 Paise per rupee on land revenue for all 
regions. Prior to that different local rates were prevalent in 
different regions. 


Crop Cesses : Since 1966, under the Madhya Pradesh 
Vanijya Fasal Bhoomi Par Kar Adhiniyam, an additional tax 
of Rs. 2.00 per 1 acre or part thereof above half an acre and 
iRe. 1.00 for area of less than half acre but more than one fourth 



144 


acre was levied on commercial crops, viz., cotton, ground-nut,- 
opium and sugarcane. Since 1969, five more crops, viz., oil’ 
seeds, jute, sun-hemp, tobacco and mesta were added to the list 
of commercial crops; but revised rates were fixed: Rs. 2.00 pe® 
acre for cotton and ground-nut and Rs. 4.00 for opium, sugar- 
cane, tobacco, mesta, mustard, rape, sessamum and sun-hemp, 1 
In 1970 mustard, rape and sessamum were deleted from the Hsfcf 
of commercial crops. 

Betterment Levy : Under the Madhya Pradesh Irrigation 
(Amendment), 1968, betterment contribution is leviable on 
every permanent holder of land whose land is situated within* 
the command area of a new canal. The rates are as follows:— 


(a) Rs. 140 per acre, payable in one lump-sum or 

(b) Rs. 224 per acre, payable in 20 years as under : 

(i) Rs. 8 per acre per year for the first 5 years; 

(ii) Rs. 12 per acre per year for the next 14 years; 

(iii) Rs. 16 per acre for the twentieth year. 

The provision has not, however, been enforced anywhere in 
the State so far. 

MAHARASHTRA 

The principal items of direct tax on farmers levied in Maha* 
rashtra are land revenue, cesses, betterment levy and agncuU 
tural income-tax. 


Land Revenue- Land revenue, assessment on agricultural 
lands In fhe State was fixed at the time of settlement whrcfc 
took place more, than 30 years ago. On lands, which have beec 
granted for occupation after settlement, assessment has bees 
fi xed in accordance with the provisions of the Maharashtra 
Revenue Code, 1966 or under the corresponding land revem»~ 
laws enforced before it. The. usual guarantee period for agncdk 
tuTal settlement is thirty years from the date of settlement. Nc- 
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revision settlements have, however, taken place during, the la 
thirty years or so. 

For the purpose of fixing standard rates of assessment, tl 
lands are divided into units of settlement "which are' farther sti! 
divided into groups by taking into consideration factors like (i 
physical configuration (ii) climate and rainfall and (iii) yiel 
of principal crops etc. The standard rates differ from taluk 
to taluka from group to group as also for different classes c 
lands in each group. 

The 1 standard rates of assessment per acre for dry, wet an 
garden crop for each region are as follows:— 

The maximum rate in Western Maharashtra for dry crop 
Rs. 10.67 in Bombay suburban district and minimum is Rs. 0.2 
in Ratnagiri district. In Marathwada region, the maximum 
Rs. 3.31 in Osmanabad district and the minimum is Rs. 1.00 i 
Nanded district. In Vidarbha region, the maximum is Rs. 3.7 
and the minimum Rs. 0.36 in Bhandara. district. For rice cro 
the maximum rate in Western Maharashtra is Rs. 13.34 i 
Th.ana district and minimum Rs. 0.75 inj Tnana and 14asi 
districts. In Marathwada, the maximum rate is Rs. 22.00 i 
Nanded district and minimum is Rs. 4 in Osmanabad. Ft 
gardens, the maximum rate in Western Maharashtra is Rs. 25 i 
Kolaba district and minimum is. Rs. 0.75 in f hana, Dhulia an 
Ahmednagar districts. In Marathwada, the maximum 
Rs. 17.00 in Nanded and the tninimum is Rs. 3.00 in Aurung; 
bad, Bhir and Osmanabad districts. 

In the four Vidarbha districts of Wardha, Nagpur, Chanc 
and Bhandara, there arc no standard rates. 

The unit of assessment for land revenue is the survey numb 
in the case of agricultural land. The entire land revenue (exce] 
those raised: from municipal areasT tk granted to th<?Zilla Par 
shads or Village Panchayats. 

66 M of Fin—IT 
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Cesses : Besides land revenue, the State also levies special 
assessment on nine types of commercial crops under the Maha¬ 
rashtra Educational Cess Act, 1962. Levied for the first time 
in August 1962, the rates on special assessment were raised 
substantially with effect from 1-8-1966. The rates vary from 
Rs. 10 per acre for irrigated groundnut to Rs. 100 per acre for 
grapes. The proceeds of the education cess and penalties (not 
being a fine) recovered are transferred to a separate fund called 
the State Education Cess Fund. 

Under the Maharashtra Zilla Parishad and Panchayat Samities 
Act, 1961 the Zilla Parishad Cess can be levied up to a maximum 
of 150 per cent whereas according to Bombay Village Panchayats 
Act, 1958, Village Panchayat Cess can be levied upto a maxi¬ 
mum of 100 per cent of land revenue. 

Betterment Levy : Due to certain practical difficulties, it has 
not been possible to levy any betterment charges In the State, 
though there is a provision to this effect under the Irrigation Act. 

Agricultural Income-tax : Tax on agricultural income was 
introduced in the State for the first time in April, 1962. Under 
the Agricultural Income-tax Act of the State, every person whose 
agricultural income in the previous year exceeded Rs. 36000 is 
liable to pay agricultural income-tax at the rate of 50 per cent in 
(respect of the income, in excess of Rs. 36000. The receipts 
from agricultural income-tax are not very encouraging an the 
State as division of land is believed to be taking place on a large 
scale in order to avoid tax liability. 

MANIPUR 

There is no direct tax on agriculture In Manipur. 

MEGHALAYA 

Taxes o-n land in Meghalaya are collected by autonomous 
district councils. There are however very few lands which are 
subject to payment of land revenue or local rate.. 
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In Garo Hills, land revenue is realised in the plains portions 
of the district only. The hills are divided into mouzas of which 
five lie in the plains and these are assessed to land revenue. 
The lands were classified into basti, xupit and faringati, and 
the rates assessed are Re. 1.00 per bigha for basti, 75 paise for 
rupit and 50 paise for faringati. The terms of the settlement, 
made originally in 1927, were extended from time to time. 

The greater part of the Khasi Hills consisted of territories of 
semi-independent Indian Chiefs. Only a few scattered villages 
remained under the British. The Khasi States were 25 in num¬ 
ber. The people governed themselves through their elected 
rulers and paid no revenue to the British Government. The 
relation of landlord and tenant Between the ruling chiefs and 
the, cultivators was not recognised and the latter paid no rent. 
The District is not cadastrally surveyed and so far as land tenure 
is concerned, there is no uniform or regular system except for 
lands under the control of the State Forest Department and 
District Council. 

The Agricultural Income-Tax Act of Assam is in force in 
Meghalaya but there are no plantations in the State and as 
such there is no yield from this source. 

MYSORE 

Land revenue, cesses on lan<j revenue and agricultural 
income-tax are the principal direct taxes levied on farmers in 
Mysore. 

Land revenue : Land revenue, assessments in Mysore are 
based on resettlement undertaken in 1958 onwards. The 
earlier settlements had been carried out at different points of 
time in different parts of the State. In the old Mysore area 
the survey and settlement had been concluded in 1899-1900 
and a settlement once carried out remained operative for a 
guaranteed period of thirty vears. Thus, bv he time the States 
reorganisation came in 1955, in most taluks the_ guarantee 
period had expired. The position was the same in the other 
areas which came to be integrated in the State; the date of the 
last settlement in the case of the Bombav area wa s 1925. in 
the case of Bellary and South Kanara districts, it was 1924 
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and 1935; in Hyderabad area it was 1916 anj in the case of 
Coorg 1912. 

A distinctive feature of the settlement initiated in 1958 was 
'that whereas in the previous settlement taluks which were only 
administrative units formed the unit of settlement—and ‘groups’ 
were formed within the taluk—in the new arrangement, zones 
and groups were formed after taking account of physical con¬ 
figuration, climate and rainfall, principal crops grown in the 
area and the soil characteristics. The groups and zones so 
formed were homogeneous in some essential characteristics but 
sometimes they ran across several taluks falling within more 
than one district. The State was divided into 38 such zones. 
The standard rate of assessment laid down for resettlement, 
which became effective in 1965, was 4 percent of the gross 
produce of the principal crops per each category, as recom¬ 
mended by the Settlement Officers which were published by the 
Deputy Commissioners inviting objections if any. In the case 
of plantation crops the standard rate was 1 per cent. 

The standard rates in respect of 37 zones became effective 
after these were approved by the State Legislature and were 
published in the Gazette. Enforcement of the rates was, 
however, stayed on the orders of the High Court on writ peti¬ 
tions numbering 171 which had been filed against the rates. 
The main ground on which the rates were opposed were that 
the rates fixed for garden crops in some districts were unduly 
high while in some others “there \*r:re differential garden rates 
for arecanut gardens and other gardens”. It was also repre¬ 
sented that “the rain-fed wet rates were unduly high and did 
not reflect the true fertility of the land or their productivity”. 

To authorise re-examination of the standard rates even 
within ‘the guarantee period’ the Mysore Land Revenue Amend¬ 
ment Act, 1969 was enacted. On the assurance of such a step 
being considered the writ petitions were dismissed bv the High 
Court. The amendment took note of the observations of the 
Supreme Court made in the course of a judgment underlining 
the need for providing a,.suitable machinery for redress of the 
grievances of the tax-payers. Accordingly, sections were in¬ 
corporated in the Mysore Land Revenue Act specifying the 
authority determining the land revenue, for notice to the land¬ 
holders giving them opportunity to raise objections and creating 
a machinery whereby obicctions could be considered, and fur¬ 
ther providing a forum of appeal”. 



The other important differences between the old and the 
new settlements are that whereas under the old settlement, dry 
land meant only unirrigated land, under the new settlement 
ary rates’ are levied on unirrigated lands and also on irrigated 
lands getting the benefit of water from a government source. 
Under the old arrangement, consolidated wet assessment rates 
were made applicable to all lands that came under irrigation 
from a government source; wet rates now are leviable only on 
rain-fed lands not deriving the advantage of water supply from 
a government irrigation source. Lands coming within a gov¬ 
ernment irrigation source are liable to ‘dry assessment’ in addi¬ 
tion to the water rate. Land revenue under the new settle¬ 
ment thus contains no element of water-rate which is charged 
separately. The total increase in dry assessment of the entire 
State as a result of the new settlement was about 34 percent. 

The entire collections of land revenue in Mysore are assign¬ 
ed to the local bodies. 

Cesses: Three kinds of cesses are levied in the State. 
These are (i) Local cess at the rate of 12 to 25 paise per rupee 
,of land revenue; (ii) Health cess at the rate of 9 paise in the 
rupee; and (iii) Education cess at the rate of 5 paise in the 
rupee. 

Betterment Levy: Betterment levy is chargeable on lands; 
covered by major irrigation works. The amount of betterment 
contribution payable in respect of any land is one half of the 
difference between the market value of such land before the 
date of commencement and after the completion of construction, 
expansion or alteration of an irrigation work. The maximum 
contribution fixed at present is Rs. 500 and the amount is 
payable in 20 equal instalments. It has not been possible to 
enforce the Betterment Levy effectively in the State because of 
administrative and procedural difficulties. 

Agricultural Income-tax: Tax on agricultural income was 
introduced for the first time in the erstwhile State of Mysore 
in the year 1955. Income from only some specified crops was 
liable to tax at that time. After the reorganisation of the State, 
a uniform law applicable to all parts of the State came into 
force on October 1, 1957. At present agricultural income-tax 
is levied on the income derived by a person from lands on 
which specified commercial crops (numbering thirtyone) such as. 
coffee, tea, pepper and cardamom etc., are grown. 
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Liability to tax under the Mysore Agricultural Income-tax 
Act, 1957 arises if the total agricultural income from commercial 
crops exceeds Rs. 3500 in the case of an individual and 
Rs. 7000 in the case of a Hindu undivided family and the total 
area under commercial crops exceeds 50 acres of a specified 
class of land. Since April, 1962, super tax is also levied on 
incomes exceeding Rs. 25000. No agricultural income-tax is 
levied on the first Rs. 1500 of agricultural income. While com¬ 
puting agricultural income for tax purposes, sums paid towards 
land revenue, local rates, cesses, municipal tax, excise duty, rents, 
expenditure on maintenance of irrigation and protective works 
and depreciation are permitted to be deducted. Ten per cent of 
the total agricultural income is also allowed to be deducted to¬ 
wards “earned income relief”. 

There is a composition provision available to assessees who 
derive incomes from non-plantation crops at rates varying from 
Rs. 2 to Rs. 33.3 per acre according to size of holding. Receipts 
from Agricultural income tax in the State were around Rs. 1.6 
crores during 1970-71 and the cost of collection formed about 
5.4 percent of the total yield. 

NAGALAND 

There is no law in Nagaland regarding assessment, collection 
and distribution of any direct tax on agricultural wealth and in¬ 
come. Almost all the farmers are small or marginal and they 
follow the ‘Jhumming cycle’ of cultivation (i cultivation by 
shifting). 

There is no proposal in the State to impose any tax on agri¬ 
cultural income in the near future. The productivity of land in 
the State is very low. There is hardly any large holding in the 
State. 


ORISSA 

Till April, 1967, land revenue and agricultural income-tax 
constituted the main items of direct tax on agriculture levied by 
the Stare Government in Orissa. With, .effect from April 1. 1967. 
land revenue has been abolished in the State except in the case 
of lands used for non-agricultural purposes. Notional revenue 
is, ever, calculated for every holding for the purpose of 
assessment of cess. 
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Land Revenue: Before its abolition the rates of land 
revenue varied widely from district to district and from tehsil to 
tehsil even in the same district. The reasons were mainly 
historical. In the zamindari or ‘permanent settlement’ areas, 
the revenue assessed on the intermediaries generally varied 
from 50 to 55 percent of the collections made by the inter - 
mediaries from tenants and the limit of 55 per cent was rarely 
exceeded. With the abolition of zamindari and other inter¬ 
mediary interests, the responsibility of payment of land revenue 
by such interests ceased and the tenants in occupation of such 
lands came directly under the Government and became responsi¬ 
ble for payment of land revenue. The rate of land revenue 
realised from the tenants was the same as the rent paid by them 
previously to the intermediaries. 

In ryotwari areas land revenue was payable directly by the 
ryots to the Government. Broadly speaking, land revenue was 
levied on the basis of classification of land. But in the districts 
of Cuttack, Puri and Balasore revenue rates were not based on 
classification but were virtually lump rentals. There is no 
distinction even between irrigated and un-irrigated land in these 
areas. The average rate of land revenue per acre of un-irrigated 
land in the State varied from Rs. 0.47 in the district of Sunder- 
garh to Rs. 2.69 in Cuttack. 

A consolidated cess is charged under the provisions of the 
Orissa Cess Act, 1962. This is calculated on the annual value 
of land. It was 25 percent of the land revenue till 31st March, 
1971. This was enhanced to 50 percent of the notional land 
revenue with effect from 1st April, 1971. I n respect of areas 
where land revenue has been refixed after 1963 or will hereafter 
be re-fixed, the cess will continue to be calculated on the basis 
of the old notional revenue until 15 years after the date of 
refixation of the new rates of notional revenue. 

50 per cent of the proceeds from the consolidated cess are 
■distributed to local bodies namely Gram Panchayats and 
Panchayat Samities as a general grant-in-aid in the ratio of 4:1 
The remaining 50 percent is earmarked for primary education. 

In certain areas of the State a Forest Cess is charged. It 
is collected at different rates of land revenue in different areas 
mainly for historical reasons. There is no specific law on the 
subject. Though it is called a cess it is really a commutation 
fee charged by Government in tevzm of certain facilities given 
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to cultivators in the matter of supply of forest produce from 
the protected forests at a concessional rate for their bonafide 
domestic use. 

Agricultural Income-tax: Agricultural income-tax was im¬ 
posed in Orissa by the Orissa Agricultural Income Tax . Act, 
1947. The tax is payable by evciy person whose agricultural 
income,. after deducting the admissible expenditure, (cost of 
cultivation, depreciation of implements etc.) exceeds Rs. 5000. 
The Act provides for exemption in respect of charitable or reli¬ 
gious trusts and wakfs. 


The prevailing modes of agricultural income-tax assessments- 
are, of two types: 

(i) compounding system, and 

(ii) normal assessment. 

Assessees who do not want to undergo cumbersome procedure- 
of normal assessments are given the benefit of compounding. 
According to this procedure the assessees are to pay a lump 
sum amount determined in the prescribed manner by way of 
composition. The schedule of rates of agricultural income tax 
per ‘effective acre’ of land under the compounding system is 
given, below. This system was introduced with effect from 26tfr 
February 1971. 


On the first 

6 effective acres 



Rate per effective acre 

Rs 

Nil 

On the next 

4 effective acres 



. . . io-oo. 

Dos 

IP 

Do. 



20 " OO 

Do. 

10 

Do. 



30-oo 

Do. 

10 

Do. 



53-00 

Do. 

10 

Do. 



73'00 

Do. 

10 

Do. 



97 -on 

Do. 

IO 

Do. . 



. . . 120-00 

Do. 

10 

Do. 



147-00 

Do. 

3.0 

Do. 



. . . 167-00 

rid. 

3 ° 

Do. 



. . . 207-00 

rio. 

30 

Do. 



. . . 230-00 

Do. 

3 o 

Do. 



. . . 240-00 

Do. 

30 

Do, 

* 

* 

. . • 250- 00 

Onthe remaining acres 



. . . 26o-CO 
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The compounding system has not proved popular inspite of 
its liberal terms, tinder the system of normal assessment ieturns 
of total agricultural mediate' during the previous year are caned 
for from the' assessed in the prescribed manner. If there is 
reason to believe that income received by the assessee is not cor¬ 
rectly shown in the return furnished or the assessee fails to co¬ 
operate, assessment is completed according to tne best judgment 
of the assessing officer. Agricultural income-tax in the State is 
levied at graduated rates varying from 2 per cent to 78 per cent.. 

The experience of the State Government with agricultural 
income-tax has hot been encouraging. Assessment of agri¬ 
cultural income-tax has been found to be a time—consuming 
process. The assessees, mostly do not maintain accounts of in¬ 
come or expenditure and furnish returns in a haphazard manner.. 
As a result the assessing officers find it difficult to determine 
the total agricultural income of the assessees correctly. Much 
time is spent in conducting inquiries with a view to pto"iding 
a basis for the assessment. After the assessment is completed’ 
the collection of dues from the assessees also presen s problems. 
Collection of agricultural income-tax in the State 'has not been 
upto expectations and considerable amount of arrears is lying 
uncollected. 

Betterment Levy: The Orissa Betterment Charges Act, 7955 r 
was enacted with a view to levying betterment charges in respect 
of lands benefited by the Mahanadi Irrigation System. Attempts 
were made to assess and collect betterment charges under the 
Act. The scheme was, however, given up as it was found that 
the appreciation in the capital value of the properties situated 
within the ayacut of the project was not easy to compute. 

PUNJAB 

The following levies constitute the present structure of direct 
taxes on agricultural income and wealth levied by the State 
Government in Punjab: 

1. Land Revenue; 

2. Surcharge; 

3. Special charge; 

4. Local rate; 

5. Crop cess. 
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Land Revenue: —Land revenue assessment in Punjab is gov¬ 
erned by the provisions of Punjab Land Revenue Act, 1887 and 
the Land Revenue Assessment Rules, 1929 as amended from 
time to time. The basis of assessment is ‘net assets’ and this is 
computed in the same way as in Haryana. For purposes of 
assessment a given area is divided into homogeneous ‘assessment 
circles’ so as to admit of a common set of rates being used as a 
general guide in calculating the revenue to be recovered. Assess¬ 
ment does not exceed one-fourth of the estimated money value 
of the ‘net assets’ of the circle. Further, the rate of incidence 

cannot be increased by more than one-fourth in any subsequent 
assessment but this restriction does not apply in case of land 
which had not been previously assessed to land revenue or in 
which canal irrigation has been introduced after the last settle¬ 
ment. 

Except for one Tehsil in Ropar District and another in 
Gurdaspur district, land revenue rates in Punjab were fixed 
before 1947. The rates for unirrigated land vary between 
Rs. 0.75 to Rs. 5.40 per acre and for irrigated land bet¬ 
ween Rs. 1.25 to Rs. 8.53 per acre The rates are higher for 
irrigated lands on account of their better output. The rates for 
irrigated area, do not, however contain any compounded ele¬ 
ment of water rate. 

Holdings upto 5 standard aces of land are now exempt 
from land revenue. 

Surcharge: —Levied since Rabi season of 1953-54, a sur¬ 
charge on land revenue is payable at the following rate:— 

F.r ?ic >t: Rs. to oflv.il revenue . v . . Nil 

For ■<>. ro to Rs. jo. 2 5 percent 

F.r ;.n.l revenue over Rs. 30 .... 40 percent 

Special Charge:— This is a graduated levy collected since 
Rabi 1957-58. It is payable by those who pay Rs. 50 or more 
as land revenue including surcharge. The rates are:— 

For first Rs. jo of land Revenue 
For Its. 51 to Rs- 100 
For R>. tat to Rs. 200 
For Rs. 201 to Rs. 500 
For R.;. 501 to Rs. 1000 
For over Rs. 1000 . 


Nil 

50 percent 
70 percent 
xoo percent 
150 per cent 
300 percent 
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Local Rates —This is levied since prior to independence. 
The rate is 50 paise per rupee of land revenue. 

Commercial crop cess :—Crop cess is charged at the rate of 
Rs. 4 per acre of irrigated land and Rs. 2 per unirrigated acre 
under cotton, sugarcane and chillies. It was initially levied with 
effect from K'hariff 1963-64 under the Punjab Commercial 
Corps Cess Act, 1063. The term of the Act expired with the 

Kharif harvest of 1970-71. 

Betterment Levy :—A betterment charge was leviable under 
the Punjab Betterment Charges and Acreage Act, 1952. Ad¬ 
vance betterment levy was collected from 1958 onwards. A 
little over Rs, 6 crores was collected upto September, 1966 to¬ 
wards the recovery of the ‘unproductive gap’ of about Rs. 35.54 
crores for the Bhakra Nangal Project relating to the present 
Punjab portion. The recovery of the levy however, was sus¬ 
pended in 1967 on account of opposition from farmers and the 
levy has since been withdrawn. 

RAJASTHAN 

Land Revenue and a graduated surcharge thereon, constitute 
the principal items of direct tax on tarmers levied by the S ate 
Government in Rajasthan. 

Land Revenue :—At the time of its formation, different 
methods of levying land revenue were in operation in Rajasthan, 
as the covenanting States had their own set of rules or usages 
for determination of rent rates. As. a result there is marked 
difference in the rates prevailing in: different areas of the State. 
The rates differed also because settlement had taken place in 
various areas at different times. . Settlement work was taken up 
by the State and was carried out in all parts. Many areas have, 
however, now become due for revision of settlement. 


Assessment of land revenue rates in the State is governed by 
the provisions contained in the Rajasthan Land Revenue Act. 
Broadly speaking, for determining the rates, first, an econo¬ 
mic survey of the area is undertaken by the concerned settle¬ 
ment officer and thereupon villages are grouped for formation 
of assessment circles according to soil classification. 

The ‘empirical’ basis of land assessments followed in some 
States applies to Rajasthan as well. The system relies upon 
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rental value statistics in deriving'the estimates of profits from 
agriculture. The rental rates are-evolved having regard to 
factors such as prices of agricultural produce, nature of crops 
grown and the expenses of cultivation, etc. The rent does not 
exceed one-sixth of the gross produce calculated at the average 
price prevailing during the past 20 years. In certain tracts land 
revenue contains a compounded element of water rate, though, 
generally where the source of water supply is from a large irri¬ 
gation work, water rates are charged separately. 

Surcharge :—Besides land revenue, a surcharge on land re¬ 
venue is also levied on holdings above 10 acres under the 
Rajasthan Land Revenue (Surcharge) Act, 1960. The existing 
rates of surcharge are given below:-— 

Rate 

(i) Where the land revenue payable is Nil 
less than Rs. 75 per annum. 

(ii) Where he land revenue payable is Rs. 75 50% of the total amount 

or more but less than Rs. too per annum. of land revenue. 

(iii) Where the land revenue is 75% of the total amount 
Rs. too or more but less han Rs. 150 per of the land revenue, 
annum. 

Civ) Where the land revenue is Rs. 150 100% of the total amount 
per annum or more. of fand revenue. 

The surcharge was imposed in April, 1960 in lieu of the 
agricultural income-tax which was in force in the State from 
1953 to 1960. The suspension of agricultural income-tax was 
decided upon in view of the dwindling revenue from the tax 
(Rs. 1.8 lakh in 1958-59) as a result of the decline in the 
agricultural incomes in the higher brackets with the progressive 
resumption of Jagirs. A Finance Enquiry Committee set up by 
the Government in 1957 had recommended a graduated sur¬ 
charge on land revenue in place of agricultural income-tax. 
Agricultural Income Tax Act 1953 continues to be on the statute 
book, though rendered inoperative except fo r the limited pur¬ 
pose of levy and collection of arrears of tax for the period 
preceding 1st April, 1960. 

Betterment Levy ,—A betterment levy is charged in Rajas¬ 
than on lands benefiting from irrigation projects constructed 
after April, 1949. Lands falling under medium and minor 
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irrigation projects and ehahi (well-irrigated) lands are eXelnpt- 
ed from the charge. Lands coming within ;majof irrigatibn pro¬ 
jects, Bhakra, Chambal and Rajasffian Canal are subject to 
betterment charge. The charge is levied on the increment in 
the value of land in the post-irrigation period, computed in the 
prescribed manner. The rate of charge is different for different 
projects. The administration of the charge however has not 
proceeded smoothly for various reasons. 

TAMIL NADU 

The main items of direct tax on agriculture in Tamil Nadu are 
the land revenue, cesses and surcharges, betterment levy and 
agricultural income-tax. 

Land Revenue-.— The ryotwari settlement is in vogue in the 
whole of Tamil Nadu including the transferred territory of 
Kanyakumari district and Shencottah taluk of Tirunelvelli District 
(i.e. the areas transferred to Tamil Nadu from the erstwhile 
Trayancore-Cochin State). The rate of land revenue is assessed 
during settlement operations and varies according to the 
classification of soils and ‘tarams’. 

For purposes of assessment the soils are first classified with 
reference to their composition and then sub-divided into sorts or 
grades according to their chemical and physical properties and 
other circumstances affecting their fertility. A separate grain 
value is attached to each grade on the basis of the commuted 
value of the yield of staple crop. The method of fixing the 
commutation price is the same as that followed in the Andhra 
Region of Andhra Pradesh. Briefly, the average of 20 non-famine 
■ years immediately preceding the settlement is taken for determin¬ 
ing the commutation price after allowing some abatement for 
traders’ profit and the distance from the markets. The cost of 
qultivation and a certain percentage on account of the vicissitudes 
of season is also allowed as deduction from the gross produce and 
the Government demand is fixed as one-half of the remainder. 
Soils of similar grain values are bracketed together in orders called 
‘tarams’ and each ‘taram’ has its own rate of assessment. 

The rates of assessment undergo changes only on ‘resettle¬ 
ment’. The assessment fixed during a settlement or resettlement 
generally remains in force for a period of thirty years. Resettle¬ 
ment operations in the State have been kept in abeyance since 
1937. 
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The rates of land revenue per acre for wet and dry land vary 
from place to place all over the State. The lowest and highest 
rates of assessment of wet and dry lands are as follows:— 

Wet Land Rs, i to Rs. 16-62 per acre 

Dry Land 1 Rs. 0*19 to Rs, 8-25 per acre. 

The assessment on lands classified as ‘wet’ includes an ele¬ 
ment of water rate also. Under the Tamil Nadu Additional 
Assessment and Additional Water Cess Act, 1963 additional 
revenue is collected at the following rates from July 1, 1962 ex¬ 
cept in respect of some of the new projects where the water cess 
charged is comparatively higher:— 

Additional a ssessment 

I ix II G-ass source of irrigation . . 45% of the land revenue payable. 

Assessment and additional as¬ 
sessment not to exceed Rs. 18 
for single crop wet land and 
Rs. 27 for double crop wet 
land and compounded double 
crop wet land per acre per fasli. 

I T. IV & V Class source of irrigation , 30% of the land revenue payable. 

Assessment and additional' 
assessment not to exceed Rs.12 
for single crop wet land, Rs, 17 
for double crop wet and 1 
compounded double crop wet 
per acre per fasli. 

(Tnis s charged apart from the additional water cess). 

1 he basic assessment on dry lands has been waived by the 
State Government with effect from July 1, 1967. Similarly the 
basic land revenue component of the consolidated wet assessment 
(i.e. the dry rate payable on comparable lands) in respect of in¬ 
dividual holdings of 5 acres or less has been waived with effect 
from July 1, 1971. This concession has been given to all persons 
owning 5 acres or less of wet land irrespective of whether the 
owner has any dry land. 

Surcharges and Cesses :—Local cess is levied at a uniform 
rate of 45 paise per rupee of land revenue and this is made over 
to the Panchayat Unions and Panchayats under the provisions of 
Tamil Nadu Panchayats Act, 1958. In addition, Panchayat 
Unions are empowered to levy a local cess surcharge subject to a 
maximum of Rs. 2.50 per rupee of land revenue. The rates 
actually charged vary from one Panchayat Union to another. 
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The waiver of the assessment in respect of wet and dry lands 
mentioned earlier did not affect the local cess and local cess sur¬ 
charge due to local bodies, which continue to be levied and 
collected. 

Betterment Levy :—The Tamil Nadu Irrigation (Levy of 
Betterment Contribution) Act, 1955 provides for levy of better¬ 
ment contribution on lands under notified works, the cost of which 
exceeds Rs. 150000. The rates of betterment contribution vary 
from Rs. 80 to Rs. 200 per acre according to the location of the 
land in relation to the ‘ayacut’ area. Separate scales of contribu¬ 
tion are applicable to ‘wet zones’. 

In addition, holders of lands which were unirrigated before 
the execution of the ‘notified work’ and which are assured of 
supply of water for two wet crops as a result of the work have 
to pay betterment contribution of Rs. 50 per acre. 

Agricultural Income-tax '.—Agricultural income-tax was first 
introduced in Tamil Nadu with effect from 1st April, 1955. 
Initially, the tax was levied on incomes from plantation crops 
only viz., coffee, tea, rubber, cardamom and chincona. In order 
to augment the State’s resources, it was extended to all other 
agricultural crops by amending the Act in 1958. The Tamil Nadu 
Agricultural Income Tax Act, 1955, as amended twice, operates 
in the whole of Tamil Nadu. 

A substantative amendment to the Tamil Nadu Agricultural 
Income-tax Act, 1955, was made in 1971. This amendment 
sought to bring about a rationalisation of the structure of the 
Tamil Nadu Agricultural Income-tax by making the tax levy 
bear a greater correlation to the income derived from the land. 
Hitherto, land revenue based on ‘taram’ assessment was the basis 
for the purpose of conversion of ordinary acres into standard 
acres for non-plantation areas. According to the amendment 
referred to, the scale on which different crops are raised on the 
land and the irrigation sources with which such crops are raised 
would provide the basis for conversion of ordinary acres into 
standard acres. 

At present, agricultural income-tax is chargeable in the case 
of persons holding more than standard acres (3.039 
standard hectares) on the total agricultural income if it exceeds 
the exempted limit off Rs. 4000. The rates vary from 5 per 



160 

cent to 55 per cent in the various slabs. In the case of every 
company; agricultural income-tax is charged at the maximum 
rate cm the whole of total agricultural income. 

In order to obviate the difficulty of maintaining accounts by 
the small assessees in the villages, option to have the tax com¬ 
pounded on an ‘extent’ basis (i.e. size of holdings in standard 
acres) has been provided, the tax being, compoundable on all 
non-plantation crops. If a person gets the tax compounded he 
need not maintain accounts or submit returns to the department. 
Small assessees generally avail themselves of this provision and 
get the tax compounded. A ceiling of 30 standard acres has 
been fixed fbr the purpose of composition under the Act 
irrespective of whether the crop is a plantation or non-planta¬ 
tion crop. The rates of composition fee are as follows:-— 

Rate per 


Rate of composition fee standard. 

Extent acre 

(Rs.) 

x. On the first 7 1/2 standard acres , . . . . Nil 

2 . On the next 2 1/2 standard acres ..... 15- 00 

3. On the next 5 standard acres . , . . 25-00 

4. 01 the next 5 standard acres . , . . , 35'00 

5. O.i ch; next 5 standard acres. 45 *00 

6. Ox th; next 5 standard acres ..... $0-00 


On a rough computation that one standard acre will fetch a 
net income of Rs, 500 per annum this means that agriculturists 
getting a net income of not more than Rs. 15,000 per annum can 
have their tax liability compounded. In the case of every com¬ 
pany the lump sum payable on composition is chargeable at the 
maximum rate on the whole of the total extent of the land in 
respect of which the company Is permitted to compound the 
agricultural income-tax. 

UTTAR PRADESH 

Direct faxes imposed in Uttar Pradesh are primarily two, 
viz., land revenue and the Vrihat Jot Kar (the Large Holdings 

Tax). 
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Land Revenue: Till July, TJ52, when the zamindari sys¬ 
tem was prevalent in the Slate, zamindars were the actual owners 
of land and tney used to let out their land to tenants on rent. 
In exchange they paid land revenue to Government. Revenue 
was settled with zamindars after settlement: operations which 
were carried out during different periods in different areas of the 
Stale. The period of settlement was 4U years except for the 
alluvial areas and unstable tracts where this period was about 8 
years. 

'i ire unit for determination of revenue was die 'mohal and 
the revenue payable in the case of Talukdmv mohal was settled 
v/ith the Talukdars and in other cases, with the proprietor of the 
mohal. But when there were more than one mohal it was settled 
with the Lambardars. 

Assessment of land revenue was made keeping in view the 
area of land under cultivation or its capacity to fetch income in 
the form of ‘Sayar’ of oth :r miscellaneous items, the ‘assets’ of 
the mohal and condition of realization of rent. A district or a 
part thereof, was divided into assessment, circles and the Settle¬ 
ment Officer assessed the rent rate after classifying the land 
according to the kind of soil within the circle. The rates were 
of two categories; occupancy rate and hereditary rate. 

Rent due from a tenant was the rent which had been agreed 
upon between the zamindar and the tenant at the time of letting. 
In the case of cash rent, it was usually based on the sanctioned 
rate of rent or on the estimate -or appraisement of the standing 
crop. Rent could be abated, enhanced, or commuted from kind 
to cash rent within certain limits. The rent once fixed could not 
be altered for a period of ten years. 

In most parts of the State, Zamindari was abolished with the 
coming into force of the U.P. Zamindari Abolition and Land 
Reform Act, 1950 on July 1, 1952 and all land vested in the 
State. These lands were then settled with the tenant-holders. 
Zamindars became ‘Bhumidars’ in respect of their ‘Sir*, 
‘Khudkasht’ and groves. The rent which a bhumidar or Sirdar 
was paying to the Zamindar prior to July 1, 1952 was taken to be 
the land revenue due from him. It was however so reduced as to 
make it not more than double the circle rate. In the case of old 
Zamindars who became bhumidars revenue was fixed at forty 
percent of the circle re*e But it was fixed at double the circle 
rate for the holders or whom new Sirdari rights were conferred 

66 M of Fin.—10 
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ia respect o£ (Jaon Sabha land or land which became surplus 
consequent on coming into lorce of the U.P. Imposition of 
Ceiling on Land Holdings Act, 1960. Those Sirdars who 
acquired Bhuaudari rights on depositing ten times (later on 
twenty limes) ol: the rent wem made to pay land revenue at half 
ol the circle, rate, 

jigi-Lidiaa:! . .. ,tu: 'Tax on agricultural holdings by 

way of a:i income -tux. was imposed in U.P. for the first time in 
1948 under lire provisions of the United Provinces Agricultural 
Income Tax Act, 19 18. I enure holders cultivating more than 50 
acres of land and vv.hosd fatal agricultural income during the pre¬ 
vious year exceeds.! Rs. 4700 were liable to tax under this Act. 
Due to certain shotic anii.gs la its working, the relevant Act was 
amended in 1953 and the taxable limit of holdings was brought 
down from 50 acr io A) 

After the abolition ill / cninduri, however, U.P. Agricultural 
income Tax Act, 19A was replaced by Large Land Holdings 
Tax Act, 1957 with effect irom July, 1957. l’his Act sought to 
levy a holdings tax on all land holdings whose annual value 
exceeded Rs, 3600. Cultivator* with not more than 30 acres of 
land were however, exempted from the tax. The tax was 
levied on a graduated scale, the incidence of the lax rising with 
the size of the holding. 1 he objective underlying this tax was to 
bring down the disparities as well as to promote a more efficient 
exploitation of agricultural land. 

In 1961 with the imposition oi ceilings on land holdings under 
the U.P. Imposition of Ceilings on Land Holdings Act, the U.P. 
Large Land Holdings Tax Act, 1957 was repealed. But in 1963, 
a similar tax was again imposed under the Vrihat Jot Kar Act, 
1962 which continues to be in force. 


This tax is assessable for each agricultural year (July to 
June) and is levied on the annual value of land holdings at spe¬ 
cified rates For the purpose of assessment the annual value is 
deemed to be an amount equal to the rent payable for the land 
or lands included therein multiplied by a specified multiple not 
exceeding twelve and a half. For agricultural land the multiple 
is fixed at 124 For purposes of computing annual value tor 
all kinds of groves the multiple is five. However, reduced multi¬ 
ples are applicable to ‘banjar’ or usar land newly brought under 
cultivation subject to certain conditions. 
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lh e iate of lie tux ranges from 5 percent on the first 
Rs. 3200 of the taxable annual value to 60 percent on annual 
value above Rs. 30000. The tax is levied on annual value of 
land holdings exceeding 30 acres, provided the annual value 
of the holding is over Rs. 3600. 

During the entire period of 9 gears under the Agricultural 
Income lax Act, 1948 a sum of Rs. 8.16 crores was assessed 
as tax, whereas for similar period under the Vrihat Jot Kar a 
sum of Rs. 1.91 crores only could be levied. During the total 
period of 22 years under the above three Acts a sum amounting 
to Rs. 13.25 crores could he levied and average tax per year 
(Fash) comes to Rs. 60 lakhs only. From the beginning i.e. 
since 1-7-1948 till 30-6-1971 an amount of Rs. 12.43 crores 
could be realized giving an average annual collection of Rs. 56.5 
lakhs. Collection under the tax has slumped in recent years. In 
1962-63 the tax yielded Rs, 26.10 lakhs. In 1970-71. the collec¬ 
tion was only about Rs, 78000. 

WEST BENGAL 

Direct taxes levied by the State Government on farmers in 
West Bengal are land revenue, cesses on land revenue and 
agricultural income tax. 

Land Rcva:uc: Till the abolition of zamindad and other 
intermediary interests, the system of permanent settlement pre¬ 
vailed in West Bengal. Zamindars were responsible for payment 
of land revenue to Government. There were, however, innumer¬ 
able gradations of intermediary rights in land and the rent pay¬ 
able by the ryots and under-ryots at various levels was fixed on 
a variety of considerations. in many cases a lump payment 
called ‘Nazarana’ wa; taken as a compounded form of rent and 
the rates fixed for annual payment varied widely within the State. 
By an amendment of the Bengal Tenancy Act, enhancement of 
rent was barred in the State since 1937. 

With the abolition of the rights of intermediaries under the 
West Bengal Estates Acquisition Act. 1953 which came into 
effect on April 15, 1955, the intermediaries were allowed to hold 
‘khas’ land (i.e. land retained for their own cultivation) upto the 
prescribed limits as tenants directly under the Stale generally on 
payment of the rent prevailing in the locality. The ryots and 
under-ryots who held land under the intermediaries before the 



164 


vesting of the estates were also allowed to hold their ‘khas’ lands 
upto the maximum prescribed, under the Act as tenants of the 
State on payment of revenue at the same rate at which they had 
to pay rent to their land-lords at the time of abolition of 
zamindari. Where such' rent was payable in kind, the land 
revenue rate was fixed at Rs. 9 per acre per annum. The inci¬ 
dence of rent of ryots and under-ryots’ holidings as obtaining 
prior to the abolition of zamindari and intermediary interest was 
Rs. 3.87 and Rs. 7.19 per acre respectively. 

An attempt was made by the State Government to rationalize 
the land revenue structure through reassessment of revenue of 
agricultural holdings on a family basis with effect from April 14, 
1969. It was envisaged that family holdings upto 3 acres would 
be exempt and holdings exceeding 7 acres would be assessed on 
a sliding scale varying between 1.25 times to 4 times the existing 
revenue, according to the size of holdings. The attempt encoun¬ 
tered difficulties in implementation, particularly because of the 
provisions for reassessment of revenue on family basis. In view 
of these difficulties collection of land revenue was suspended from 
ryots holding not more than 3 acres on a family basis. In the 
case of holdings exceeding 3 acres the revenue continued to be 
collected on the existing scale. 

Cesses: Besides land revenue the following cesses are pay¬ 
able by land holders at the rates indicated against each:— 

(i) Road and Public Work Cess 

The annual rate of Public Work Cess is fixed by 
Government and that of Road Cess by the Zilla 
Parishads subject to a maximum of 6 paise per rupee 
on annual value of land. 

(ii) Education Cess 

5 Paise on each Rupee of annual value of land 
(annual net profit). Proceeds of this cess are used 
for financing primary education. 

Agricultural Income-Tax : This tax is leviable on agricul¬ 
tural income exceeding Rs. 3000. The units of assessment are 
individuals, Hindu undivided families, companies, firms and 
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associations of persons. The rates of tax vary from 5 percent to 
50 percent in the case of individuals, companies, firms and 
associations of persons are assessable at a flat rate of 50 percent 

of the total agricultural income. 

Income is evaluated on the basis of the area of cultivable 
lands of the assessee, nature of crops grown by him and their 
prices and yield as ascertained from the returns filed. The return 
figures are accepted if satisfactory documentary evidence i s pro¬ 
duced in support. Where such evidence is lacking the assessing 
officer determines the taxable income to the best of his judgement 
after getting an enquiry conducted departmentally. The same 
procedure is followed when an assessee fails to furnish any return. 

Income from tea plantations is assessed by taking 60 percent 
of the income determined by th? Central income-tax authorities. 
The scope of raising revenue from agricultural income-tax in 
West Bengal (except from tea plantations’) has shrunk consi¬ 
derably as a result of the imposition of land ceilings. It has now 
been laid down that the ratio for the division of crops between 
the ‘bargadar’ (/.?. share cropper) and the person to whom the 
lands belong should- be 75:25. Hence from 1971-72 onwards 
land owners cannot be assessed on more than 75 percent of the 
produce from their lands. The hulk of jhu revenue under sari- 
cultural income-tax is thus likely to come mainly from tea com¬ 
panies in the State. 
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1065•52 

1205'OO 
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402 - 20 
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I -06 

0-87 

o-94 

12-00 

11-85 

9-69 

11-09 


NOTES - (i) Total State Tax Revenue does not include the share Of the States id Central 

Direct Agricultural Tax includes Agricultural Income-tax, Land Revenue, Surcharge^ Cess on Sugarcane, 
(2) pS£ on Sugarcane, Surcharge on cash crops and Tobacco dunes. 


w 


Smets: (t).Central Statistical Organisation, 
Government of India 
(a) R.B.I. Bulletins, 












